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Pait 3a3— Faem Housing Loans 

MIECT FARM HOUSING LOANS UNDER SXCTIOK 
S02 or THE ROUSING ACT OF 104t, AS 
AHUfOEO 

Cliapter III of this Title is amended 
ty the addition of a new Part 383 as 
follows: 

Sec. 

W3.1 Oen«nU. 

Objeettva. 

SSSS QiumaoaUona for Purni Boiulng 
lonn. 

JS3 4 VeiaranB* preference. 

Wi.5 Loan purpoMs. 

Spaclat requirements. 

W3.7 Hates and terms. 

^S Technical aerrtce. 

•S8S Security, 

98110 Procsaslng applications and county 
commutes certincaUon. 

211 Preparation of loan docket. 

•8913 Loan approval. 

JW IS Actions subsequent to loan approvaL 
*9.14 fiubaequent Farm Housing loans. 

Amfoamr: if 383T to 383.14 Issued under 
» o. 181. sec. 810 (g>. 63 Stmt. 436: 8 U. S. O. 

U. 8. CX 1480 Ig), Statutory provl- 
Jwni Interpreted or applied arc cited to text 
« parentheaea. 

1333.1 General, Tills part pres/rrlbes 
policies, authorities, and procedures 

lor making direct Farm Housing loans 
JJwr section 802 of the Housing Act of 
lH9. as amended. 

801, 63 Stat 432; 42 U. 8. C, 1471) 

1383.2 Objective, The basic objec- 
Farm Housing loons is to provide 

Jwnt. safe, and sanitary farm dwcU- 
essential farm service buildings, 
related facilities to farm owners who 
w hot have sufficient resources to pro- 
Auch housing and cannot secure 
«wt from other sources on terms and 
jwitions which they reasonably could 
^ expected to fuinil. 

i®«c. 601. 63 Stat. 432; 42 U. 8, C. 1471) 

1383.3 Qualifications for Farm Hous^ 
loan —<a) Applicant, In order to be 


eligible for Farm Housing loan, the ap« 
plicont must: 

U) Be the owner of a farm. 

<2) Have income from the farm and 
other sources sufficient to meet: farm 
operating and family living expenses, in¬ 
cluding necessary capital replacements, 
payments on any existing debts, and 
payments on the prox)Osed Farm Housing 
loan. 

<3) Be a ciUsen of the United States. 

(4) Be writhout sufficient resources to 
provide on his own account the necessary 
housing, buildings, or repair and im¬ 
provements thereto, and be unable to 
secure the necessary credit from other 
sources upon terms and conditions which 
he reasonably could be expected to fulfill. 

(5) Possess the character, ability, and 
experience necessary to carry out suc¬ 
cessfully the farming operations, and 
satisfy the County Committee and loan 
approval official that he will endeavor 
honesUy to carry out the undertakings 
and obligations required of him in con¬ 
nection with the Farm Housing loan. 

<6> Possess legal capacity to contract 
for the repayment of the Farm Housing 
loan. 

(b) Farm. For the purposes of this 
part, a farm as defined In the Housing 
Act of 1949, as amended. Includes the 
total acreage of one or more tracts of 
land owned by the applicant and op¬ 
erated as an Individual farm or ranch. 
In addition, the applicant's farm must 
be in agricultural production andl>e of 
such size and productive capacity that 
it (1) will produce agricultural com¬ 
modities in sufficient quantities that the 
proceeds from their sale wrill be a sub¬ 
stantial portion of the operator's total 
cash Income, and <2) Is recognized in 
the community as a farm rather than 
a rural residence. 

(8ec«. 601. 602. 808. 63 StAt. 432. 433. 436; 42 
U. a C. 1471. 1473. 1478) 

1383.4 Veterany preference. Vet¬ 
erans. as defined in { 301.22 of this chap¬ 
ter, and spouses and children of deceas^ 
servicemen, will be given preference for 
Farm Housing loans. When it appears 
that available fund.s will be Inadequate 
to meet the needs of all applicants, the 
applications on hand from veterans, and 
spouses and children of deceased servlcc- 
(ContlnueO on p. 3479) 
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»i«n. will be processed first (‘^Deceased 
J*nrlcemen^ meana men or women who 
In service during one of the periods 
in I 301.22 of tills chapter.) 

03 stmt. 436. sec. S. 67 8Ut. 132; 
^ C. 8. C, 1477) 

, ^^-5 l>oan purposes. Farm Hous- 
JJ* loans may be made to qualified ap¬ 
plicants for the following purposes: ^ 
<ti thcellings and other farm build^ 
To construct, improve, alter, re- 
replace, or relocate a dwellingCs) 
essential farm buUdingCs) on 
™ farm. This includes the purchase 
transfer of an existing da’eUing(s) 
Y other building (s) to the borrower's 
It also includes, in connection 
^th such repair, alteration, new con- 
w^Uon, or transfer, sewage disposal 
and the purchase and installa- 
of essential equipment which upon 
®«lallation becomes part of the real 
«tate. Dwellings will be provided only 
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when needed on the farm for tlic farm 
owner, manager, tenants, sharecroppers, 
or farm laborers. Any portable-type 
farm service buildings that do not be¬ 
come a part of the real estate, may 
nevertheless be provided, if (1) the 
buildings are necessary for the success¬ 
ful operation of the farm, and <3) the 
borrower's equity In the reuX estate is 
sufficient adequately to secure Uie loan. 

(b) Water. To provide water supply 
for dwellings and other farm buildings, 
including such facilities as wells, pumps, 
and farmstead distribution systems, 
which are essential to the health and 
safety of the family or necessary to the 
successful operation of livestock enter¬ 
prises. 

(c) Feet. To pay fees and expenses 
Incident to the making and closing of 
the loan which arc required to be paid by 
the borrower and which he cannot pay 
from other funds. 

(Sec. 601. 63 Stmt. 432: 42 U. 8. C. 1471) 

I 383.6 Special requirements —(a) 
Loan limitations. (1) Farm Housing 
loans will not be made to provide hous¬ 
ing or other farm buildings which will 
be In excess of those econoiqlpally essen¬ 
tial to the operation of the farm, ex¬ 
cessive when compared with similar ac¬ 
commodations in the community that 
arc adequate and provide decent, safe, 
and sanitary farm housing, or signifi¬ 
cantly more expensive than similar 
buildings on farms in the community. 

(2) Funds will not be included in a 
Farm Housing loan for line fencing, field 
fencing, or stock ponds. 

(3) When a farm is owned by more 
than one person, such joint owners may 
qualify for a Farm Housing loan pro¬ 
vided than Individually^ and jointly they 
are without sufficient resources to 
finance the necessary improvements on 
their own account, and are unable to ob¬ 
tain the necessary credit from other 
sources upon terms and conditions which 
they reasonably could be expected to ful¬ 
fill. In such a case, all the joint owners 
will be required to execute the Farm 
Housing mortgage so that their interests 
in the farm will be subjected to the mort¬ 
gage lien. If the foregoing conditions 
are fulfilled, a loan may be made to one or 
more of the joint owners provided that 
each applicant, as distinguished from the 
owners who merely would execute the 
mortgage, otherwise is eligible for the 
loon. 

(b) Restrictions on loans. Fbrm 
Housing loons will not be made to: 

(1) A corporation or cooperative asso¬ 
ciation. 

(2) A homestead entryman prior to 
receipt of a patent on the farm. 

(3) An applicant whose debts have 
been settled pursuant to || 364.1 to 
364.10, 372.21 to 372.26, or 373.21 to 
373.27 of this cliapter. or where settle¬ 
ment under such sections Is contem¬ 
plated. unless <i) the applicant's failure 
to pay his loan indebtedness was the re¬ 
sult of circumstances beyond his control. 
(ii> the causes which necessitated the 
debt settlement, other than weather 
hazards, disasters, or price fluctuations, 
have been removed, (Hi) the borrower's 
operations will be sound and afford him a 
reasonable prospect of repaying the loan 
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and meeting his other obligations, and 
(iv) the case is submitted to the Na¬ 
tional Office for review prior to approval: 

(4) Pay debts incurred prior to the 
closing of a Farm Housing loan except 
fees for legal, engineering, and other 
technical services. The County Super¬ 
visor. not later than the time of planning 
farm improvements, will advise each ap¬ 
plicant that construction work should not 
be started and debts for such work or 
materials should not be Incurred before 
the loan U closed. If, nevertheless, the 
applicant Incurs debts for materials or 
construction before the loan is closed, 
the State Director may authorize in writ¬ 
ing the use of Farm Housing funds to 
pay such debts only when he finds that all 
the following conditions exist: 

<l) Tlie debts were Incurred after the 
applicant filed a written application for a 
loan, or, in the case of a subsequent loan 
to complete improvements previously 
planned, the debts were incuijed after 
the initial loon was closed. 

(ii) The applicant is unable to pay 
such debts from his own rcsourcea and to 
obtain credit from other sources, and 
failure to authorize the use of Farm 
Housing funds to pay such debts would 
impair his financial position. 

(ill) The debts w^cre Incurred for au¬ 
thorized Farm Housing loan purposes. 

Civ) The construction or repair work 
conforms to that shown on Form FHA- 
643. •'Farm Development Plan." 

(c> Loans to Indians who own land in 
trust or reslricted status. Farm Housing 
loans may be mode to Indians who own 
land in trust or restricted status in ac¬ 
cordance with regulations applicable to 
Farmers Home Administration real estate 
mortgage loons to such Indians. 

(d) Relationship of Farm Housing 
loans to Farm Ot^ership, and Soil and 
Water Conservation loans. (1> If Farm « 
Ownership funds are available, a Farm 
Housing loan will not be made to an ap¬ 
plicant who can qualify for an initial 
Farm Ownership loan. 

(2) A Farm Housing loan will not be 
made to a Farm Ownership borrower un¬ 
less: 

<1) The building credit needs of the 
applicant cannot be met with a subse¬ 
quent Farm Ow nership loan. 

(ii) The building improvements to be 
financed are needed to develop the farm 
into an efficient family-type unit. 

(Ui) The unpaid balance of the Farm 
Ownership loali. plus the amount of the 
proposed Farm Housing loan, will not ex¬ 
ceed the loan limit that would be ap¬ 
plicable if a subsequent Farm Ownership 
loan were being made. 

(3) If the applicant's total real estate 
credit needs can be met with a Soil and 
Water Comervation loan, a Farm Hous¬ 
ing loan win not be made. 

(Sec. 501. 63 SUt. 432: 42 U. 8. C. 1471) 

S 383.7 Rates and terms —(a) Inters 
est rate. Interest on Farm Housing loans 
will be charged at the rale of 4 per¬ 
cent per year on the unpaid principaL 
(b) Amortization period. Each Farm 
Housing loan will be scheduled for re¬ 
payment within the shortest period con¬ 
sistent with the ability of the borrower to 
poy. In no case will the repoyment 
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period exceed 33 years from Ui. date 
of the note. 

(See. 502. 03 Slat. 433; 42 V. 8. C. 2472) 

$383.8 Technical service —(a) Ptan- 
ning and performing farm development. 
Farm development work will be planned 
and completed in accordance with 
($ 324.1 to 3242. 324.21 to 324.24. and 
324.41 to 324.46 of this chapter. 

(b) Appraisal. When the County 
Supervisee determines that a Farm 
Housing loan likely can be made, an ap¬ 
praisal will be made by the Farmers 
Home Administration employee author¬ 
ized to appraise farms. 

<c) Title clearance and legal services 
in connection with Farm Housing loans. 
Title clearance and legal services re¬ 
quired for making and closing a Farm 
Housing loan will be obtained in the same 
manner os authorized for individual Soil 
and Water Conservation loans. 

(Sect. 506. 500. 63 Scat. 435. 436; 42 U. 8. C. 
1476, 1470) 

1383.9 Securitg, Each Farm Hous¬ 
ing loan will be secured adequately by a 
real estate lienCs) to protect the interest 
of the Government during the period of 
the loan. Each Farm Hou.sing loan will 
be secured by a mortgage on the farm 
being improved. 

(a) Additional security. When the 
value of the farm after completion of 
the planned improvement, minus the 
amount of any existing liens, will be less 
than the amount of the proposed Farm 
Housing loan, such a loan will be made 
only when additional real estate security 
can be taken which, in the opinion of 
the loan approval oflUcial. has sufficient 
security value to compensate adequately 
for the lack of security represented by 
the farm to be improved with the Farm 
Housing loan. 

(b» Purchase contracts, A mortgage 
on a farm owned by an applicant under a 
purchase contract may be taken as se¬ 
curity for a Farm Housing loan, provided 
the purchase contract gives the applicant 
a mortgageable interest in the property, 
is not subject to summary cancellation 
upon default, and does not contain pro¬ 
visions which might jeopardize the Oov- 
emment s security position or the bor¬ 
rower's ability to repay the loan. 

<c) Loans subject to existing liens, A 
'junior mortgage may be taken as security 
for a Farm Housing loan, provided: 

<1> The prior llen(s) does not contain 
undesirable future advance provisions, 
repayment schedules that the borrower 
cannot meet in addition to repaying his 
Farm Housing loan, or any provisions 
which might jeopardize the security po¬ 
sition of the Government or the borrow¬ 
er's ability to repay the Farm Housing 
loan: or 

c2) Tlie holdcr(s) of the prior mort¬ 
gagees) agrees to modify, waive, or sub¬ 
ordinate any undesirable features of the 
mortgagees). 

(See. 502. 63 SUt. 433; 42 V. 8. C. 1472) 

$ 383.10 Processing applications and 
county committee certification —(a> Ap- 
pllcations. Applications for Farm Hous¬ 
ing loans will be taken on Form FHA-197, 
*'Applicatlon for FHA Services.** and 
processed in accordance with $$301.1 to 
301.3 of this chapter. 


(b) County committee certification. 
No Farm Housing loan will be made un¬ 
less the County Committee certifles (1) 
that the applicant is eligible for the loan 
and has the character, ability, and ex¬ 
perience to carry out the undertakings 
required in connection with the loan, r2) 
that the farm is of such a character that 
the purpose of the loan will be carried 
out. and (3) as to the normal market 
value of the farm after the contemplated 
improvements are made. Form PHA- 
197A, "Operating Budget and Financial 
Statement.** or farm and home plans, 
and Forms PHA-440 and PHA-643 will be 
presented to the County Committee for 
their consideration before they execute 
Form FHA-121, *'County Committee 
CcrUncation.** 

(Sees. 501. 508. 63 SUt. 432. 436; 42 U. a C. 
1471, 1478) 

$ 383.11 Preparation of loan docket — 
(a) Use of operating budget and Anan^ 
dal statement, or farm and home plans. 
Form FHA-197A will be prepared for 
each applicant who presently is not re¬ 
ceiving supervisory assistance. If the 
application is being considered early in 
the crop year. Form PHA-197A will be 
based on the current year; however, if 
the crop year is well advanced or com¬ 
pleted. Form PHA-197A wiU be for the 
ensuing year. If a Form FHA-197A re¬ 
cently was prepared in connection with 
another type of loon, this form will be 
revised to show changes in the financial 
statement and significant changes in the 
plan of operation. For an active super¬ 
vised borrower. Form PHA-14A. '•Long- 
Time Farm and Home Plan.** and Form 
FHA-14. "Farm and Home Plan.** will be 
used in lieu of Form FHA-197A. These 
forms will be revised to show changes in 
the financial statement and significant 
changes in the plan of operations. 

<b> Form FHA--446, ^Agreement with 
Prior Lienholder:* Form PHA-44e wlU 
be used in connection with any Farm 
Housing loans made subject to an exist¬ 
ing real estate lien when, because of the 
repayment terms of the prior lien, objec¬ 
tionable provisions In the prior lien such 
as future advance clauses, or other rea¬ 
sons. it would be hazardous for the Gov¬ 
ernment to make a Farm Housing loan 
without the agreement. 

(c) Foreclosure notice agreements. 
In States w’here a mortgage foreclosure 
without actual advance notice to junior 
lienholders will extinguish the junior 
liens, a junior lien on real estate will be 
taken as security for a Farm Housing 
loan only if Uie prior lienholder executes 
an agreement to give the Government 
actual advance notice of foreclosure or 
assignment of the mortgage. The SUte 
Director will prescribe an appropriate 
form of notice agreement and will issue a 
State Instruction regarding its use and 
prescribing the minimum acceptable pe¬ 
riod of notice. If recording is required, 
the cost will be paid by the borrower. 

<d) Form FHA^ilB. **Farm Housing 
Supplementary Payment Agreement,** 
When repayment of the Farm Housing 
loan is dependent primarily upon w'ages 
or other off-farm income, or farm in¬ 
come received at frequent intervals 
throughout the year, consideration 
should be given to the use of Form FHA- 


441B. to be executed at the time of loan 
closing by the applicant and his wife 
as their names appear on the note. 

(Secs. 501. 502. 03 SUt. 432 . 433; 42 U. S C. 
1471, 1472) 

$ 383.12 Loan approval —^a> As* 
thority. *rhe State Director is author¬ 
ized to approve or disapprove Farm 
Housing loans in accordance with thh 
part. He may redelegale this authority 
in writing to one or more of the following 
State Office employees: Chief. Pann 
Loan Operations; Chief. Program Oper¬ 
ations; Program Loan Officer; Farm 
Loan Officer. 

(b) Loan approval action. The loan 
approval official *s action will be the same 
as those for a Soil and Water Consem- 
tion loan as prescribed in $ 352.2 of this 
chapter. 

( R. 8. 161. sec. 510 (g>. 63 SUt. 438; 5 U. 8. C. 
22. 42 U.8. C. 14B0 <g)) 

$ 383.13 Actions subsequent to loan 
approval —(a) Actions prior to loan 
closing. The actions subsequent to ap¬ 
proval and prior to closing a Farm Hous¬ 
ing loan will be the same as for a direct 
Soil and Water Conservation loan as pre¬ 
scribed In $ 352.3 of this chapter. 

(b) Supervised bank account. The 
supervised bank account will be used for 
Farm Housing borrowers in the same 
manner as prescribed for Farm Own¬ 
ership borrowers in $$ 303.1 to 303.6 of 
this chapter. 

<c) Loan closing, *rhe Farm Houslnf 
loan will be closed in accordance with 
the instructions outlined In $ 352.4 <b), 

(d). and <e) of this chapter for a direct 
Soil and Water Conservation loan se¬ 
cured only by real estate except that: 

<1) Form FHA-441. "Farm Housinr 
Promissory Note.** or Form rHA-44lA. 
"Bond.*’ will be used and prepared in the 
following manner; 

<i) The date inserted in the note wlu 
be the date the loan is closed. 

<ll> The amount of the first install¬ 
ment. which may be less but not more 
than a regular installment, will be de¬ 
termined by the County Supervisor after 
considering the debt-paying ability ox 
the borrower. „ 

<U1) The dale of the first instaUm^t 
wlU be the first December 31 following 
the date of loan closing. 

(Iv) *rhe number of "the next 
ceeding** installments will be one 1^ 
than the number of years over whicn 
the loan Is to be repaid. 

(v) The amount of each succecdlw 
installment will be computed by 
plying the total amount of the 
the amortization factor for the numt^ 
of years over which the loan is to oe 
repaid. .. ^ 

(Vi) The number of years over 
the loan is to repaid will be that pre¬ 
scribed by the loan approval official. 

(vli) The note will be signed on in 
date of loan closing by the applicant 
his wife, whether or not title to lh6 fsi^ 
Is held in the name of only one of tnem. 
as their names appear in the title to me 

(2) Form FHA-447.... real esuie 
mortgage for Farm Housing 
be used. If it does not conUln a 
nant reading. "That neither saia pr^ 
erty nor any interest therein wlu be as- 
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ctpnfd, sold, or transferred, voluntarily 
or otherwise, without the consent of the 
Oovernment,** such a covenant will be 
added before execution by the borrower. 

Id) After loan closing. A conformed 
copy of the recorded mortgage will be 
delivered to the borrower by the County 
Supervisor. 

(Sks, 501. 502. 63 SUt 432. 433: 42 U. S. O. 
U71. 1472) 

} 333.14 Suhscifuent Farm Housing 
loans. Subsequent Farm Housing loans 
may be made for the same purposes and 
under the same conditions as Initial 
loans. The subsequent loan will be 
processed in the same manner as initial 
loons except that title evidence will cover 
only the period since the previous Farm 
Housing mortgage was filed for record. 
The mortgage securing the subsequent 
Farm Housing loan will contain (by 
typed insertion. If necessary) a provi- 
tion to the effect that both the initial 
loan and the subsequent loan will be 
•ecured by both the initial mortgage 
and the subsequent mortgage and that 
default under either mortgage w^iU be 
default under both. 

(Sffci 501. 502. 63 Slut. 432. 433; 42 17. 8. C. 
1471, 1472) 

Dated: May 21. 1956. 

CsiAi) H, C. Smith. 

Acting Administrator, 
Farmers Home Administration. 

IF. n. Doc. 66-413S: PUed. May 24. 1956; 

6:63 a. m.] 
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htbfakt— lese cottonseco loan raocaAM 

This bulletin states the requirements 
Wh respect to loans under the 1956 
Cottonseed Price Support Program for- 
i^lated by Commodity Credit Corpora- 
^ ‘hereinafter referred to as CCC) 
jnd the Commodity Stabilization Serv- 
ice (hereinafter referred to as CSS). A 
•«P6rate bulletin or bulletins will cover 
Pjirchasca of cottonseed under the 1956 
wtonsecd Price Support Program. 
The program wUl be carried out by CSS 
Jwer the general supervision and direc- 
of the Executive Vice President. 
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443.1215 Insurance. 

443.1216 Loss or damage to the cottonseed. 
443 1217 Personal liability. 

443.1218 Maturity and liquidation of loans. 

443.1219 Helfose of the cottonseed under 

loan. 

443.2220 Purchase of notes. 

443.1221 Loan and aettlement rates. 

443.1222 Cooperative marketing associations. 

AimioirTT: §1443.1201 to 443.1222 issued 
under see. 4. 63 Slat. 1070, as amended; 15 
U. 8. C. 714b. Interpret or apply see. 5. 62 
But. 1072, seca. 301, 401. 63 Stat. 1053, 1054; 
15 U. a O. 714c. 7 U. a C. 1447, 1421. 

$443.1201 AdminUtration. In the 
field, the program will be administered 
through Agricultural Stabilization and 
Conservation (hereinafter referred to as 
**ASC*') 8tate and county committees 
(hereinafter referred to as •'State*’ and 
•‘county committees") and the CSS Com¬ 
modity Office located at Wirth Building. 
120 Marais Street, New Orleans 16, 
Louisiana (hereinafter referred to as 
“the New Orleans office”). Forms will 
be distributed through the offices of State 
and county committees. County com¬ 
mittees will determine or cause to be 
determined the quantity and grade of 
cottonseed, the amount of the loan, and 
the value of the cottonseed delivered 
under the loan. Loan documents will be 
completed in the county ASC office and 
copies of such documents 'will be re¬ 
tained there. All documents will be ap¬ 
proved by the county office manager, or 
other employee of the county office desig¬ 
nated by him to act in his behalf. Such 
designations shall be on file in the county 
office. Coimty office managers. State and 
county committees and the New Orleans 
office do not have authority to modify 
or waive any of the provisions of this 
subpart or any amendments thereto. 

f 443.1202 Availability of loans^(&> 
Area. Farm-storage loans (hereinafter 
referred to as loans) shall be available on 
eligible cottonseed stored in approved 
storage in all cotton producing areas, ex¬ 
cept that loans will not be made in any 
area where the appropriate State com¬ 
mittee determines that the damage haz¬ 
ard to farm-storage cottonseed would not 
warrant Uie making of loans. 

(b) Time. Loans shall be available 
through January 31. 1957. Notes and 
chattel mortgages must be signed by the 
producer and delivered to the county of¬ 
fice on or before such date. 

(c) Source. Loans will be made avail¬ 
able through the offices of county com¬ 
mittees. Disbursements on loans will be 
made to producers through approved 
lending agencies under agreements with 
CCC or by ASC county offices by means 
of sight drafts drawn on CCC In accord¬ 
ance with instructions issued by CSS to 
the State and county committed. Dis¬ 
bursements on loans will be made not 
later than F>ebruary 15, 1957, except 
w'here specifically approved by the New 
Orleans office in each Instance. The 
producer shall not present the loan docu¬ 
ments for disbursement unless the cot¬ 
tonseed are In existence and in good con¬ 
dition. If the cottonseed are not in 
existence and in good condition at the 
time of disbursement, the proceeds shall 
be promptly refunded by the producer. 


$ 443.1203 Apjrroved lending agenc\es. 
An approved lending agency sh^ be a 
bank, cooperative marketing association, 
corporation, partnership, individual, or 
other legal entity with which CCC has 
entered into a lending agency agreement 
(FormCCC-322). 

$ 443.1204 Eligible producer, An 
eligible producer shall be any Individual, 
partnership, corporation, association, 
trust, estate, or other legal entity, or a 
State or political irubdivision thereof 
or an agency of such State or political 
subdivision, producing cottonseed in 1956 
in the capacity of landowner, landlord, 
tenant, or sharecropper. 

(b) Eligible producers who are mem¬ 
bers of cooperative marketing associa¬ 
tions may act collectively through their 
associations in obtaining loans in ac¬ 
cordance with the provisions of 
I 443.1222. 

$ 443.1205 Eligible cottonseed. Eligi¬ 
ble cottonseed shall be cottonseed that 
meet the following requirements: 

(a) The cotton.seed must have been 
produced in the United States in 1956 
by an eligible producer. 

(b> Such cottonseed must have been 
produced by the person tendering them 
for a loan, or by the person who delivered 
the cottonseed to the cooperative associa¬ 
tion tendering the cottonseed for a loan, 
and the bcnencial interest in tlio cotton¬ 
seed must be in such person and must 
always have been in him or in him and a 
former producer whom he succeeded be¬ 
fore the cottonseed were harvested. 
Cottonseed tendered by a coo)>erative 
association for a loan must have been 
produced and delivered to the association 
by its pioduccr-mcunbers. Any person 
tendering cottonseed for a loan must 
have the legal right to mortgage the cot¬ 
tonseed as security for the loan* 

(c> Cottonseed must be sound and 
clean and must not contain more than 11 
percent moisture. 

(d) No warehouse receipts shall be 
outstanding on the cottonseed. 

$ 443.1206 Approved storage. Ap¬ 
proved storage shall consist of storage 
structures located on or off the faiTn 
which, as determined by the county office 
manager, are of such construction as to 
afford safe storage of cottonseed and 
afford protection against weather dam¬ 
age, poultry, livestock and rodents, and 
reasonable protection against fire and 
th^t. 

$ 443.1207 Approved forms, (a) The 
documents named in this section, to¬ 
gether with the provisions of this sub¬ 
part and any supplements or amend¬ 
ments thereto, govern the rights and re¬ 
sponsibilities of the producers under this 
program. Loan documents executed by 
an administrator, executor or trustee will 
be acceptable only where valid in law 
and must be accompanied by documen¬ 
tary evidence of the authority of the per¬ 
son executing such documents. Docu¬ 
ments must have State and documentary 
revenue stamps affixed when required by 
law. 

(b) The following documents must be 
delivered by the producer in support of 
every loan: Producer’s Note and Supple- 
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mental Loan Agreement (Commodity 
Loan Form A) and Commodity CJhattel 
Mortgage < Commodity Loan Form AA) 
covering the cottonseed tendered as se¬ 
curity for the loan both executed and 
delivered within the period prescribed 
in $443.1202. and such other forms as 
may be prescribed by CCC. 

$ 443.1208 Determination of Quantity. 
The quantity of cottonseed at the time a 
loan is made shall be determined by 
actual weight or by an estimate based 
upon measurements. When the weight 
of cottonseed to be placed under loan is 
estimated by measurement, DO cubic feet 
of cottonseed shall be considered the 
equivalent of one ton. Tlie qiiantlty de- 
livei*ed in liquidation of the loan shall be 
the net weight, which shall be the gross 
weight o( the cottonseed less a deduction 
for any foreign matter In excess of 1 per¬ 
cent of the gross weight. 

1 443.1209 Liens. The cottonseed 
must be free and clear of all liens and 
encumbrances including any claim the 
ginner may have against the cottonseed 
for his regular ginning charge. If liens, 
glnner’s claims or encumbrances exist 
on the cottonseed, proper waivers must 
be obtained. 

$ 443.1210 Service charges. The pro¬ 
ducer shall pay a service charge of 35 
cents per ton on the number of tons 
placed under a loan, or $3.00, whichever 
Is greater. State committees arc au¬ 
thorized to require prepayment of 83.00 
of the service charges. No refund of any 
service charge will be made. 

S 443.1211 Set-offs. (a> If the pro¬ 
ducer is indebted to CCC on any accrued 
obligation, or If any Installment or in¬ 
stallments on any loan made available by 
CCC on farm-storage facilities or mobile 
drying equipment are past duo or ore 
payable or prepayable, under the provi¬ 
sions of the note evidencing such loop, 
out of the proceeds of the price support 
loan, he must designate CCC or the lend¬ 
ing agency holding such note os the payee 
of the proceeds of the loan to the extent 
of such indebtedness or installments, but 
not to exceed that portion of the pro¬ 
ceeds remaining after deduction of serv¬ 
ice charges and amounts due prior lien¬ 
holders. 

» (b) If the producer Is Indebted to 
any other agency of the United States 
and such indebtedness is listed on the 
county debt register, he must designate 
such agency as the payee of the proce^ 
to the extent of such Indebtedness, out 
not to exceed that portion of the pro¬ 
ceeds remaining after deduction of 
amounts under paragraph (a) of this 
section. 

(c) Compliance with the provisions 6f 
this section shall not constitute a waiver 
of any right of the producer to contest 
the justness of the indebtedness involved 
either by administrative appeal or by 
legal action. 

{ 443.1212 Interest rate. Loans will 
bear interest at the rate of 3^ percent 
per annum from the date of disbursement 
to the date of repayment except that in 
• the case of default in satisfaction of 
loans, the deficiency w^lU bear interest 
at the rate of 6 percent per annum from 
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the date of default to the date of repay¬ 
ment. 

$ 443.1213 Transfer of producer's 
equity. Tlie right of the producer to 
transfer either his right to redeem the 
cottonseed under loan or his remaining 
Interest may be restricted by CCC. 

i 443.1214 Safeguarding of the cof- 
ionseed. The producer who places cot¬ 
tonseed under a loan Is obligated to 
maintain the storage structure in good 
repair, and to keep the cottonseed in 
good condition. 

$ 443.1215 Insurance. CCC will not 
require the producer to insure the cotton¬ 
seed placed under a loan; however, if the 
producer does insure such cottonseed 
and an in^mnity is paid thereon, such 
indemnity shall inure to the benefit of 
CCC to the extent of its interest after 
first satisfying the producer’s equity in 
the cottonseed involved in the loss. 

$ 443.1216 Loss or damage to the cot¬ 
tonseed. The producers shall be respon¬ 
sible for the quality and for any loss in 
quantity of the cotton.seed plac^ under 
loan, except that, subject to the provi¬ 
sions of § 443.1215. any physical loss or 
damage other than shrinkage or natural 
deterioration, occurring after disburse¬ 
ment of the loan funds to the producer, 
without fatijt, negligence, or conversion 
on the part of the producer or any other 
person having control of the storage 
structure, and resulting solely from an 
external cause other than insect Infesta¬ 
tion or vermin will be assumed by CCC 
to the extent of the loan plus Interest, 
provided the producer or other person 
having control of the storage structure 
has given the county ofBce immediate 
written notice of such loss or damage, 
and provided there has been no fraudu¬ 
lent representation made by the producer 
in the loan documents or In obtaining the 
loan. No physical loss or damage oc¬ 
curring prior to disbursement of the loan 
funds to the producer arlll be assumed by 
CCC. Where disbursement Is made by 
check of draft the date of the check or 
draft shall constitute the date of dis¬ 
bursement of the funds. 

5 443.1217 Personal Hdbility. The 
making of any fraudulent representa¬ 
tions by the producer In the loan docu¬ 
ments or in obtaining the loan, or the 
conversion or unlawful disposition by 
him of any portion of the cottortseed 
under loan, shall render the producer 
subject to criminal prosecution under 
Federal law and render him personally 
liable for the amount of the loan and for 
any resulting expense incurred by any 
holder of the note. 

$ 443.1218 Maturity and liquidation of 
loans, (a) Settlement of loans, and de¬ 
livery of the cottonseed covered by 
chattel mortgage shall be made in ac¬ 
cordance with this section. AU loans 
mature on demand but not later than 
March 1, 1957. If the producer does not 
repay Ids loan on or before maturity, the 
producer shall deliver tlie mortgaged 
cottonseed In accordance with instruc¬ 
tions issued on behalf of the county com¬ 
mittee. The producer may, however, pay 
oft his loan and redeem his cottonseed 
at any time prior to the delivery of the 


cotton.<;eed to CCC or removal of the cot¬ 
tonseed by CCC, In the event the farm 
is sold or there is a change of tenancy, 
the cottonseed may be delivered by the 
producer before the maturity date of the 
loan, after obtaining delivery Instruc¬ 
tions issued on behalf of the county 
committee, or may be delivered before 
the maturity date of the loan for other 
reasons upon prior approval of the Ex¬ 
ecutive Vice President. CCC. After a 
complete grade determination by a cot¬ 
tonseed chemist licensed by the U. 8. 
Department of Agriculture, credit will be 
given at the applicable settlement rate, 
according to grade and/or quality (see 
I 443.1221), for the total quantity deliv¬ 
ered. provided it is the identical cotton¬ 
seed on which the loan was mode. 

(b> If the producer is directed to de¬ 
liver his cottonseed to a point other than 
the normal delivery point the producer 
shall be allowed compensation (as de¬ 
termined by CCC) for the additional cost 
of hauling the cottonseed any distance 
greater than the dlsU^nce from the point 
where the cottonseed are stored by the 
producer to the normal delivery point. 

(0) If the settlement value of the cot¬ 
tonseed delivered under a loon exceeds 
the amount due on the loan by more 
than $3.00, such amoimt will be paid to 
the producer on the basis of the set¬ 
tlement documents. To avoid adminis¬ 
trative costs of making small payments, 
if the amount found due the producer 
in such settlement is $3.00 or less, such 
amount will be paid only upon his re¬ 
quest Payments will be made by sight 
drafts draam on CCC by Uie county 
office. 

(d) If the settlement value of the 
cottonseed Is less than the amount due 
on the loan (excluding Interest), the 
amount of the deficiency, plus Interest 
shall be paid to CCC by the producer 
and may be set off against any payment 
which would otherwise be due to the 
producer under any agricultural pro¬ 
grams administered by the Secretary of 
Agriculture or any other payments 
which arc due or may become due to 
the producer from CCC or any other 
agency of the United States: Provided, 
That, to avoid administrative costs of 
handling small accounts, a deficiency 
of $3.00 or leas. Including Interest, may 
be disregarded unless demand there¬ 
for is made by CCC upon the producer. 

(c) If the loan Is not liquidated upon 
maturity by payment or delivery, the 
holder of the note may remove the cot¬ 
tonseed and sell them In accordance 
with the provisions of the chattel mort¬ 
gage (Commodity Loan Form AA). 

{ 443.1219 Release of the eottonsffi 
under loan. A producer may at any 
time obtain the release of cottonseed 
maining under loan by paying to the 
holder of the note the principal amount 
thereof, plus accrued interest and any 
charges that may be due. Upon pay* 
ment of a loan, the county office should 
be requested to release the mortgs^ 
by filing an instrument of release or by 
executing a marginal release on the 
county records. Partial release of the 
cottonseed prior to maturity of the loan 
may be arranged with the county com¬ 
mittee by paying to the holder of the 


9 







Friday, May 25, 1956 


FEDERAL REGISTER 


aiS3 


note the amount of the loan, plus chargea 
and accrued intemt, represented by the 
quantity of the cottonseed to be re* 
teased: Provided, however. No partial 
release of cottonseed shall include les^ 
i^n the total quantity of cottonseed 
stored in any si^le commingled mass 
unless the appropriate county committee 
determines that release of a portion of 
such commingled mass may be made. 

1443.1220 Purchase o/ notes. CCC 
will purchase, from approved lending 
ssencies, notes evidencing approved loans 
which are secured by chattel mortgages. 
The purchase price to be paid by CCXl will 
be the principal sum remaining due on 
•och notes, plus an amount computed ac¬ 
cording to the lending agency agreement 
to cover interest. Lending agencies are 
required to submit Commodity Credit 
Corporation Form 500 or such other form 
as CCC may prescribe for all payments 
received on producers* notes held by them 
and are required to remit interest to CCC 
computed according to the lending 
agency agreement. 

1443.1221 Loan and settlement 
rates^ia) Loan rates. Loans on cotton- 
leed shall be made at the rate of $48.00 
per ton of eligible cottonseed as defined 
in 1443.1205. 

(b> Basic settlement rale. The basic 
settlement rate for *'baais grade'* (100) 
cottonseed shall be $48.00 per net ton 
f. 0 . b. railroad cars or trucks at delivery 
points designated by CCC. The settle¬ 
ment rate for cottonseed grading above 
or below “basis grade** (100) shall be 
148.00 p«* ton plus or minus a percentage 
of such price equal to the percentage by 
•which the grade of such cottonseed is 
above or below 100. In the case of “olT 
quality** or “below grade** cottonseed, as 
defined in the United States Official 
Standards for Grades of Cottonseed, CCC 
0111 sell such cottonseed pursuant to the 
provisions of the chattel mortgage at the 
current market price and the settlement 
fate shall be the market price per ton 
determined on the basis of such sale* 

1443.1222 Cooperative marAreftifa ci- 
Mattems, (a) Cooperative marketing 
J^odatlons shall be eligible for loans: 
^ovided. That (1) the cottonseed placed 
under loan are delivered to the associa- 
bon by eligible producers who are mem- 
c^rs of the association; (2) the associa¬ 
tion has been granted by such producer- 
ffiembers the legal right to mortgage U\c 
cottonseed as security for a loan; (3) 
the association keeps any cottonseed 
covered by a chattel mortgage segregated 

all cottonseed not covered by the 
^rtgage: and <4) the association un- 
to pay CCC any amounts due it 
J^pr the provisions of tills program at 
me time of settlement. 

<b> Cooperative associations desiring 
may obtain documents from the 
wunty office for the county In which the 
■^^iation Is located. The loan and 
•ciuement rates to cooperative associa- 
will be the same as those to indl- 
J^usi producers, and loans with respect 
^ ouch associations will othcrw^lse be on 


substantially the same basis as loans 
with respect to individual producers. 

Issued this 18th day of May 1956. 

(SEALl WALTWU C. BEKGXa, 

Actina Executive Vice President, 
Commodify Credit Corpora¬ 
tion, 

[F, R. Doc. 50-4110: Piled. May 34. 1056; 
8:47 a. m.] 
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1 443.1238 General statement. *rhe 
purchase program provided for In this 
subpart is a part of the 1956 Cottonseed 
Price Support Program formulated by 
Commodity Credit Corporation <herein¬ 
after referred to as “CCC**) and the Com¬ 
modity Stabilization Service (hereinafter 
referred to as “CSS’*). This subpart 
states the terms and conditions (a) under 
which cotton ginners, who purchase 
1956-crop cottonseed produced In the 
United States from producers, may sell 
such cottonseed to CCC in accordance 
with this subpart (such ginners will here¬ 
inafter be referred to as “participating 
ginners"), in cases where the refusal by 
oil millers to pay participating ginners 
at least the f. o. b. gin price to ginners for 
their cottonseed, which CCC agrees to 
pay as provided in 5 443.1243 (b). makes 
purchases by CCC from participating 
ginners necessary, and (b> under which 
CCC will purchase 1956-crop cottonseed 
directly from producers in cases where 
nonparticipation by ginners under this 
subpart makes such purchases necessary. 
The program will be carried out by CSS 
under the general supervision and direc¬ 
tion of the Executive Vice President. 
CCC. The requirements with respect to 
loans to pi*oducers are contained in the 
1956 C, C. C. Cottonseed Bulletin 1. 

§ 443.1239 Administration, fa) Op¬ 
erations under the program with respect 
to the purchase, transportation, han¬ 
dling, and storage of cottomeed prior 
to delivery of the cottonseed to an oil 
miller or to a storage facility approved 
by the New Orleans CSS Commodity 
Office (such storage facility will herein¬ 
after be referred to as “approved stor¬ 
age facility'*> will be administered 
through A^cultural Stabilization and 
Conservation (hereinafter referred to as 


“ASC') State and county committees 
(hereinafter referred to as “State" and 
“county Committees**). All contracts In 
connection with such operations may be 
executed on behalf of CCC only by 
authorized CCC contracting officers. 

(b) Contracts for the storage and han¬ 
dling of cottonseed subsequent to de¬ 
livery of the cottonseed to an oil miller 
or an approved storage facility, for the 
sale, crushing and processing of cotton¬ 
seed, and for the triinsportatlon. stor¬ 
age, handling and sale of the products 
derived therefrom, will be executed by 
CCC contracting officers in the New Or¬ 
leans CSS Commodity Office, Wlrth 
Building. 120 Marais Street, New Or¬ 
leans 16. Louisiana < hereinafter referred 
to as “the New Orleans office”). 

(c) County office managers. State and 
county committees, and the New Orleans 
office do not have authority to modify 
or waive any of the provisions of this 
subpart or any amendments thereto. 

S 443.1240 AvailabUiiy of purchases--^ 

(a) Area, The purchase program will 
be available in all cotton-producing areps 
of the United States. 

(b) Time. Purchases will be made 
from the date of Uie Issuance of this sub¬ 
part through February 28, 1957. 

(c) Source. (1) Purchases of cotton¬ 
seed eligible for purchase by CCC will 
be made by participating ginners from 
producers. Purchases will also be made 
directly from producers by CCC through 
county committees in areas where gin¬ 
ners do not participate in the program 
and the appropriate State committee de¬ 
termines that such direct purchases are 
necessary In order to make the program 
effective. Payments to producers for 
cottonseed purchased by CCC and Tor 
any authorh^ transportation performed 
by the producers in accordance with 
f 443.1243, will be made by ASC county 
offices by means of sight drafts drawn 
on CCC. 

(2) Purchases of eligible cottonseed 
will be made by oil millers from partlci- 
piating ginners and others. ^Purchases 
will also be made from participating 
ginners by CCC through ASC county of¬ 
fices In areas where oil millers refuse to 
pay such ginners at least the f. o. b. price 
to ginners for their cottonseed which 
CCC agrees to pay as provided in 
I 443.1243 (b). and the appropriate State 
committee determines that such pur¬ 
chases are necessary to make the pro¬ 
gram effective. Payments to participat¬ 
ing ginners for cottonseed purchased by 
CCC will be made by ASC county offices 
by means of sight drafts draw n on CCC. 

(3) Lists of participating ginners wiU 
be maintained in the State and coimty 
offices. 

{ 443.1241 EllQfhle producer, (a) An 
eligible producer shall be any individual, 
partnership, corporation, association, 
trust, estate, or other legal entity, or a 
State or political subdivision thereof or 
an agency of such State or political sub¬ 
division, producing cottonseed in 1956 in 
the capacity of landowner, landlord, ten¬ 
ant. or sharecropper. 

(b) A cooperative association that 
handles cottonseed for Sts producer- 
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members will be considered an eligible 
producer when selling eligible cottonseed 
delivered to the association and produced 
by eligible producers who are members 
ot the association. 

8 443.1242 Eligible cottonseed. Eli¬ 
gible cottonseed shall be cottonseed 
which meet the following rctpiirements: 

(a) Such cottonseed must have been 
produced in the United States in 1956 
by an eligible producer. 

(b) Such cottonseed must have been 
produced by the person tendering them 
for purchase, or by the person who de¬ 
livered the cottonseed to the cooperative 
association or ginner tendering the cot¬ 
tonseed for purchase, and the beneficial 
interest in the cottonseed must be in 
such person at the time he makes such 
tender or delivery and must always have 
been In him or in him and a former pro¬ 
ducer whom he succeeded before the 
cottonseed were harvested. Cottonseed 
tendered by a cooperative association for 
purchase must have been produced and 
delivered to the association by its pro¬ 
ducer-members. Any person tendering 
cottonseed for purchase must have the 
legal right to sell the cottonseed. 

8 443.1243 Purchase price —(a) Price 
to producers. (1) Any direct purchases 
by CCC from producers will be made at 
gin or other designated point of delivery 
at the rate of $44.00 per gross ton for 
basis grade <100) cottonseed, with pre¬ 
miums and discounts for other grades 
equal to the same percentage of such 
price as the percentage by which the 
grade of cottonseed purchased exceeds 
or is less than basis grade (100) • The 
price per ton thus computed may be 
rounded to the nearest multiple of 10 
cents. The grade of eligible cottonseed 
purchased by CCC directly from produc¬ 
ers shall be considered to be the average 
grade of cottonseed for the area in which 
the purchase is made (see f 443.1248) 
as determined on the basis of the latest 
cottonseed grade report for the area 
published by CSS or as determined by 
such other method as the Executive Vice 
President, CCC, may approve. In areas 
where both upland and Amcrlcan-Egyp- 
tian cotton are grown, the CSS grade 
report for any such area shall specify 
the average grade for each such type 
of cottonseed, and Uie price to be paid 
producers in the area shall be deter¬ 
mined on the basis of the average grade 
for the area for the type of cottonseed 
purchased The average grade for Sea 
Island and Sealand cottonseed shall be 
considered to be that reported for cot¬ 
tonseed in the area in which such cot¬ 
tonseed ore produced. Notwithstanding 
the requirements in this subparagraph, 
if. at any time while direct purchases 
are being made by CCC, the State A8C 
Administrative Officer determines that 
the average grade for an area, as de¬ 
termined on the basis of the latest cot¬ 
tonseed grade report for the area 
published by CSS. is higher than the 
grade of cottonseed being produced in 
any county in such area, where direct 
purchases are being made, the State ASC 
Administrative Officer may reduce the 
price paid to producers In such county 
below the price established on the basis 
of the average grade for the area: Pro¬ 
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vided. That no producer shall be paid, 
during the peri^ such reduced prices 
arc effective, less than $44.00 per gross 
ton basis grade (100) cottonseed with 
price adjustments computed upon the 
difference between the average grade of 
cottonseed produced in the coimty dur¬ 
ing such period and basis grade (100). 
The average grade of cottonseed pro¬ 
duced in the county during such period 
shall be determined on the basis of of¬ 
ficial ahcmical analysis covering cotton¬ 
seed produced In such county or on such 
other reasonable basis as may be deter¬ 
mined by the approriate State ASC Ad¬ 
ministrative Officer. 

(2) The grade of any cottonseed pur¬ 
chased before the first grade determina¬ 
tion for an area is made shall be 
considered to be 90. 

(3) If the producer, upon authoriza¬ 
tion by the County Office Manager, 
transports the cottonseed from (i) the 
point of delivery to CCC to (11) an oil 
miller or approved storage facility or 
designated concentration point, the pro¬ 
ducer will be paid for such transporta¬ 
tion at a rate not in excess of the 
commercial rate for such transportation 
service. 

(b) Price to ginners. (1) (1) Any 
purchases by CCC from participating 
ginners will be at the rate of $48.00 per 
net ton for basis grade (100) cottonseed, 
f. o. b. conveyance or carrier at the gin. 
with premiums and discounts for other 
grades equal to the same percentage of 
such price as the percentage by which 
the grade of cottonseed purchased ex¬ 
ceeds or Is less than basis grade (100). 
Cottonseed which are “below grade“ or 
••off quality'*, as defined in the U. S. Offi¬ 
cial Standards for Grades of Cottonseed, 
will be purchased from participating 
* ginners by CCC at the market value of 
such cottonseed as determined by CCC. 
The grades of cottonseed purchased by 
CCC from such ginners shall be deter¬ 
mined in accordance with the United 
States Official Standards for Grades of 
Cottonseed, by chemical analysis of 
samples drawn from the cottonseed by 
federally licensed cottonseed samplers 
or such other persons as ai*e approved 
by CCC, and forwarded to and analyzed 
by federally licensed cottonseed chemists. 
A ginner tendering cottonseed for pur¬ 
chase by CCC must not have paid any 
producer for cottonseed purchxtsed by 
the ginner on or after the date of filing 
notice of his intention to participate In 
the program, less than $44.00 per gross 
ton basis grade (100). plus or minus a 
percentage of such t>rice equal to the 
percentage by which the average grade 
of cottonseed for the area In which 
the gin is located (see 8 443.1248) ex¬ 
ceeded or was less than basis grade (100). 
Such average grade shall be determined 
on the basis of the latest CZSS grade re¬ 
port for the area at the time of purchase 
from such producer or by such other 
method as the Executive Vice President, 
CCC. may approve. In areas where both 
upland and Amerlcan-Egsrptian cotton 
are grown, the CSS grade report for any 
such area shall report the average grade 
for each such type of cottonseed and the 
price to be paid producers in the area 
shall be determined on the basis of the 
average grade for the area for the type 


of cottonseed purchased. The average 
grade for Sea Island and Sealand cotton¬ 
seed shall be considered to be that re¬ 
ported for cottonseed in the area in 
which such cottonseed are produced. If 
it is determined by the county office 
manager and the State ASC Admlnbira- 
tive Officer that any participating gin- 
tier paid any producer less than the 
prices he should have paid under the 
foregoing provisions of this section, such 
ginner shall not. without prejudice to 
any other rights which CCC may have, 
be eligible to make any further sales to 
CCC under the 1956 Cottonseed Price 
Support Program. 

(11) Notwithstanding the preceding 
requirements as to price, a participating 
ginner. after first notifying the County 
Office Manager for the county where the 
gin is located of his intention to do so. 
may reduce the price paid to producers 
below the price established on the bosla 
of the average grade for the area: Pro- 
vided. That the ginner shall not pay any 
producer, during the period he is paying 
such reduced price, less than $44.00 per 
gross ton basis grade (100) with price 
adjustments computed upon the differ¬ 
ence between the average grade of cot¬ 
tonseed produced at the gin during such 
periixl and basis grade (100). The aver¬ 
age grade of cottonseed produced at the 
gin during such period shall be deter¬ 
mined on the basis of official chemical 
anal>*ai8 or oil mill grade reports cover¬ 
ing such cottonseed or on such other 
reascmable basis as may be approved by 
the county office manager. .The ginner 
shall furnish the county office with cer¬ 
tified copies of such chemical analyse!, 
grade reports, or other evidence satis¬ 
factory to the county office xnanag^, 
showing the average grade of cottonseed 
produced at the gin during such period. 
If it is determined by the State ASC Ad¬ 
ministrative Officer and county aCDce 
manager that ony participating ginner 
paid producers less than the prices he 
aliould have paid in accordance with the 
preceding three sentences, such ginner 
shall, without prejudice to any othtf 
rights which CCC may have, be inclUlbie 
to make any further sales to CCC under 
the 1956 Cottonseed Price Support Pro¬ 
gram unless he first pays all of such pro¬ 
ducers the difference between the price 
paid to producers and the price they 
should have received. 

(Hi) A ginner may round per ton 
prices for cottonseed purchased from 
producers to the nearest multiple of 10 

(2) The grade of cottonseed purchas^ 

from a producer before the first grade 
determination for on area is made shall 
be considered to be 90. 

(3) If the ginner. upon authorization 
by the county office manager, transp^ 
<K)ttonseed from the gin to oil nuD^. 
or approved storage facility, or desig¬ 
nated concentration point, the ginner 
will be paid for such transportation at 
a rate not in excess of the commercial 
rate for such transportation service. 

8 443.1244 Approved forms. The ap¬ 
proved forms, together with the provi¬ 
sions of this subpart and any supple¬ 
ments and amendments thereto, shall 
govorn the righU and responsibilities of 
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produ’cera and participating ginncrs. 
Approved forma may be obtained from 
county offices. Any fraudulent 
representation made by a producer or 
Clraer In executing an approved form 
may render him subject to criminal 
piiosecution under Federal law and liable 
lor any damages resulting from the p\ir- 
chase of the cottonseed involved. Docu* 
ment5 executed by an administrator, 
executor or trustee will be acceptable 
only where valid In law and must be 
socompanied by documentary evidence 
of the authority of the person executing 
iuch documents. The approved forms 
consist of the following: 

(a) Producers, Producer's Voucher 
«XC Cottonseed Purchase Form 5) shall 
be executed by the producer when the 
cottonseed are purchased from the pro¬ 
ducer by CCC. 

(b) Cotton ginners. (1) Each cotton 
Ihmer desiring to sell cottonseed to CCC 
pursuant to this subpart shall, prior to 
lender of any cottonseed for sale, file 
with the county office for the county in 
which each gin is located a Oinner’s 
Notice of Intention to Participate (CCC 
Cottonseed Purchase Form X). The fil¬ 
ing of such notice docs not obligate the 
liimer to sell any cottonseed to CCC, but 
sQ applicable provisions of this subpart 
must be complied with by the ginner If 
any cotionso^kl are offered by the ginner 
for tale to CCC under the 1956 Cotton- 
med Price Support Program. 

<2> After the Olnners Notice of Inten¬ 
tion to Participate has been filed, a Oin- 
Mr*s Certificate (CCC Cottonseed Pur- 
Aiae Form 2) shall bo completed and 
ttecuted by the participating ginner to 
cover all cottonseed purchased by him 
from producers and the form shall be 
lubmitted by the ginner to the appropri¬ 
ate county office at such times and cover- 
^ auch pertods of Ume as the State ASC 
Administrative Officer determines are 
accessary to make the program effective. 

(8) If cottonseed arc sold to CCC, the 
Winer shall prepare and execute a 
Oinner's Voucher and Certificate (CCC 
wtonseed Purchase Form 4) covering 
«« cottonseed and deliver the form to 
county office. Each Oinner's Voucher 
•JQd Certificate submitted by a ginner to 
me county office shall be supported by 
a^ht certificates or warehouse receipts 
jwrlng the cottonseed purchased which 
nave been issued by an oil miller or an 
approved storage facility or a representa- 
ute of Oie county committee at a desig- 
concentration point, and, in the 
•®a«ice of a^arehouse receipts guarantee- 
grade, by official chemical analyses 
jjrtincatcs covering the cottonseed and 
jTOtifying such cottonseed by lot num- 
vtti and/or receipt numbers and weights. 

1443.1245 Determtnation of Quantity. 
ine quantity of cottonseed purchased 
the producer by CCC shaU be the 
weight actually delivered to CCC as 
wwiTOned by a representative of the 
committee, or by an approved 
7 <^e facility, or by an oil miller. Tlie 
of cottonseed purchased from a 
w^ucer by a participating ginner ^hall 
^ me grofti weight of Uie cottonseed as 
uitomarlly determined by the ginner In 
of cottonseed from pro- 
The quantity of cottonseed pur- 
No. 103_2 


chased from a ginner by CCC shall be 
the net weight of the cottonseed at first 
destination after deduction of the weight 
of any foreign matter in excess of 1 
percent. 

f 443.1246 Liens. It liens or encum¬ 
brances exist on the cottonseed, proper 
wavers must be obtained. 

f 443.1247 Set-offs, (a) If the cot¬ 
tonseed are purchased from a producer 
by CCC under this subpart and the pro¬ 
ducer is indebted to CCC on any accrued 
obligation, or If any installment or in¬ 
stallments of any loan made available 
by CCC <m farm-storage facilities or mo¬ 
bile drying equipment are past due. or 
are payable or prepayable, under the 
provisions of the note evidencing such 
loan, out of the proceeds of the purchase, 
he must designate CCC or the lending 
agency holding such note as the payee 
of the proceeds of the purchase to the 
extent of such indebtedness or Install¬ 
ments, but not to exceed that portion of 
the proceeds remaining after deduction 
of service charges and amounts due prior 
lienholders. 

(b) If the producer Is indebted to any 
other agency of the United States, and 
such indebtedness is listed on the county 
debt register, he must designate such 
agency as the payee of the proceeds to 
the extent of such Indebtedness, but not 
to exceed that portion of the proceeds 
remaining after deduction of amounts 
under paragraph (a) of this section. 

(c) Compliance with the provisions of 
this section shall not constitute a waiver 
of any right of the producer to contest 
the justness of the indebtedness involved 
either by administrative appeal or by 
legal action. 

{443.1248 Grade reporting areas. 
Areas for grade reporting purposes will 
be established by the Director. Cotton 
Division. CSS. and a list of area delinea¬ 
tions may be obtained from the applica¬ 
ble ASC State office or the Director of 
the Cotton Division, CSS, USDA, Wasli- 
Ington 25. D. C. 

Issued this 18th day of May 1956. 

[SXALl WALTm C. BXRCKX. 

Acting Executive Vice President, 
Commodity Credit Corpora¬ 
tion. 

[P. n. Doc. 66^4111: Filed, Moy 24. 1966; 

8:48 a. in. I 

TITLE 7—AGRICULTURE 

Chapter III—Agricultural Research 

Service, Department of Agriculture 
IP. Q. 608. ReTtMd I 

Pait 319— For Fieri Quarantine Notices 
Subpart—Fruits and Vegetables 

ADMINISTRATIVE INSTRUCTIONS PBESCRIVINO 

METHOD OP TREATMENT OP MANGOES PROM 

WEST INDIES 

On May 1, 1956. notice of proposed re¬ 
vision of administrative Instructions now 
appearing as S 319.56-21 in Title 7. Code 
of Federal Regulations. 1954 Supp., was 
published in the Federal Register (21 
F. R. 2846). After due consideration of 
all relevant matters presented, the Chief 


of the Plant Quarantine Branch, pur¬ 
suant to the authority conferred on him 
by i 319.56-2 of the regulations supple¬ 
mental to the Fruit and Vegetable 
Q uara ntine (Notice of Quarantine No. 56, 
7 cm and Supp. 319.56) under section 5 
of the Plant Quarantine Act of 1912 (7 
U. 8. C. 159), hereby issues revised ad¬ 
ministrative instructions to appear as 
I 319.56-21 in TlUe 7. Code of Federal 
Regulations, as follows: 

4 319A6-2i Administrative instruc¬ 
tions prescribing method of treatment of 
mangoes from Vie West Indies —(a) 
Fumigation upon arrival. Approved 
fumigation with etliylene dibromide at 
normal atmospheric pressure. In accord¬ 
ance with the following procedure, upon 
arrival, is hereby prescribed as a con¬ 
dition of entry under permit under 
4 319.56-2 for all shipments of mangoes 
from the West Indies otlicr than those 
entered in accordance with the alter¬ 
nate procedure authoi-lzed In paragraph 
(b) of this section: 

(1) West Indies. As used in this 
paragraph, the term •’West Indies'* 
means the foreign islands lying between 
North and South America, the Carib¬ 
bean Sea. and the Atlantic Ocean, in¬ 
cluding, among others, Cuba. Jamaica, 
Dominican Republic, and the Bahama, 
Leeward and Windward Islands, but ex¬ 
cluding the chain of islands adjacent and 
parallel to the north coast of South 
America (the largest of which are Aruba, 
(^racao. Bonaire, Tortuga. Margarita, 
Trinidad, and Tobago). 

(2) Ports of entry. Mangoes to be 
offered for entry must be shipped direct 
from tlie country of origin to New York 
or such other North Atlantic ports as 
may be named in the permit. 

(3) Precooling of fruit Mangoes to 
be offered for entry must be cooled to a 
maximum temperature of 50* P. prior to 
unloading from the ship. Tlie fruit may 
not be removed from the vessel until an 
inspector of the Plant Quarantine 
Branch has satisfied himself that this 
requirement has been complied with and 
that the fruit can be moved promptly 
to the fumigation chamber. 

(4) Approt^ed fumigation. (I) The 
approved fumigation shall consi.it of fu- 
migration with ethylene dlbromide at 
normal atmospheric pressure, in a fumi¬ 
gation cham^r which has beo-n ap¬ 
proved for that purpose by the Plant 
Quarantine Branch. The dosage shall 
be applied at the following rates: 

6 ounces'of ethylene dlbromide per 1.000 
cubic feet of space for 2 hours at 80 > F. 

8 ounces of ethylene dlbromide per 1.000 
cubic feet of space for 2 hours at 70* P. 

Cubic feet of space shall include the load. 
The 2-hour period of exposure shall begin 
when all of the fumigant has been intro¬ 
duced Into the chamber. The required 
temperatures apply to both air and frtilt. 
The ethylene dlbromide must be applied 
in the liquid state and volatilized within 
the scaled fumigation chamber by di¬ 
rect contact with a highly heated metal 
surface over an electric hot plate or 
other suitable heating medium. The gas 
shall be circulated within the chamber 
continuously for the 2-hour period by 
an electric fan or blower. 
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<a> Mangoes to bo fumigated may be 
packed in crates with shredded packing 
material- When fruits arc individually 
wrapped in paper the wrappings must be 
removed before fumigation. When 
loaded in the fumigation chamber the 
crates or other containers shall be sep¬ 
arated at least 2 inches on all sides by 
wooden strips or other means. The 
chamber shall not be loaded to more than 
50 percent of capacity. 

(5) Other conditions. The unloading 
of fruit from the vessel, its delivery to an 
approved fumigation plant, and the 
fumigation procedure will be under the 
supervision of an inspector of the Plant 
Quarantine Branch. The unloading smd 
delivery shall be conducted in accordance 
with such safegxiard requirements as the 
inspector may impose to prevent the dis¬ 
semination of injurious insects, Pinal 
release of the fruit for entry into the 
United States will be conditioned upon 
compliance with such safeguard require¬ 
ments and the prescribed regulations. 

(6) Costs. All costs of treatment and 
required safeguards and supervision, 
other than the services of the supervising 
inspector during regularly assigned 
houi*s of duty and at the usual place of 
duty, shall be borne by the owmer of the 
mangoes, or his representative. 

(7) Departvient not responsible for 
damage. The treatment prescribed in 
subparagraph (4) of this paragraph Is 
Judged from experimental tests to be safe 
for use with mangoes. However, the De¬ 
partment assumes no responsibility for 
any damage sustained through or in the 
course of treatment, or compliance with 
requirements under subparagraph <5> of 
this paragraph or in the precooling of 
fruit required prior to unloading from 
the vesscL 

(b) Alternate procedure. Mangoes 
product^ in Cuba if satisfactorily treated 
in Cuba and otherwise handled and cer¬ 
tified as provided in this paragraph will 
be eligible for entry under permit under 
i 319.5e'2. 

(1) Approved fumigation. The man¬ 
goes shall be fumigated at approved 
plants in Cuba in accordance with para¬ 
graph (a) (4) of this section. 

<2> Approval of fumigation plants: 
costs of supervision. Fumigation In Cuba 
will be contingent upon the availability 
of a fumigation plant approved by the 
Chief of the Plant Quarantine Branch 
to apply the ti'catment prescribed in 
paragraph (a) (4) of tills section and 
upon the availability of qualified per¬ 
sonnel for assignment to approve the 
plant and to supervise the treatment and 
post-treatment handling of the mangoes 
in Cuba. Those in Interest must make 
advance arrangements for approval of 
the fumigation plant and for supervision, 
and furnish the Chief of the Plant Qiuir- 
antinc Branch with acceptable assur¬ 
ances that they will provide, without cost 
to the United States Department of Agri¬ 
culture, all transportation, per diem, 
and other Incidental expenses of such 
personnel and compensation for such 
pei*sonnel for their services in excess of 
40 hours weekly. In connection with such 
approval and supervision, according to 
the rates established for the payment of 
inspectors of the Plant Qxiarantine 
Branch. 


(3) Supervision of fumigation and 
subseguent handling. The fumigation 
prescribed in this paragraph and the 
subsequent handling of the mangoes so 
fumigated must be under the supervision 
of a representative of the Plant Quaran¬ 
tine Branch. The treated fruit must be 
safeguarded against reinfestation during 
the period prior to shipment from Cuba, 
in a manner required by such representa¬ 
tive. 

(4) Certification. Mangoes will be 
certified by a representative of the Plant 
Quarantine Branch in Cuba for entry 
into the United SUtes upon the basis 
of treatment under this paragraph and 
compliance with the post-treatment safe¬ 
guard requirements imposed by such 
representative. The final release of the 
fruit for entry Into the United States 
will be conditioned upon compliance with 
such requirements and upon satisfactory 
inspection on arrival to determine effi¬ 
cacy of treatment. 

(5) Costs. All costs incident to fumi¬ 
gation, including those for constructing, 
equipping, maintaining and 0 |)eraUng 
fumigation plants and facilities, and 
carrying out requirements of post-treat¬ 
ment safeguard^, and all costs as indi¬ 
cated in subparagraph <2) of this para¬ 
graph incident to plant approval and 
supervision of treatment and subsequent 
handling of the mangoes in Cuba shall 
be borne by the owner of the fruit or his 
representative. 

i6) Department not responsible for 
damage. The treatment prescribed in 
paragraph (a) (4i of this section is 
Judged from experimental tests to be 
safe for use with mangoes. However, the 
Department assumes no responsibility 
for any damage sustained through or in 
the course of treatment, or because of 
post-treatment safeguards. 

c7) Ports of entry. Mangoes to be 
offered for entry In accordance with the 
alternate procedure provided for in this 
paragraph may ^ entered under 
permit at any United States port where 
an inspector is stationed. 

(8) Ineligible shipments. Any ship¬ 
ments of mangoes produced In Cuba 
Uiat are not eligible for certification un¬ 
der the alternate procedure provided for 
in this paragraph may enter only uix>n 
compliance with paragraph (a) of this 
section. 

The purpose of this revision Is to au¬ 
thorize an alternate procedure for the 
fumigation of mangoes growm in 
Cuba and their entry Into the United 
States when they have been certified 
by a representative of the Plant Quaran¬ 
tine Branch as having been fumigated 
and safeguaided at point of origin under 
his supervision. Final release of the 
fruit for entry is conditioned upon com¬ 
pliance with specified safeguards. All 
transportation, per diem, and other inci¬ 
dental expenses and overtime salaries 
of the inspectors in connection with the 
procedure will be borne by the owners or 
shippers of the mangoes. 

Since the revised administrative In¬ 
structions relieve restrictions, they are 
within the exception in section 4 (c) of 
the Administrative Procedure Act (5 
U. 8. C. 1003 (O) and may properly 
be made eltectlve less than 30 days 


after their publication in the Fcdihial 

RgClSTU. 

These administrative Instructions 
shall be effective May 25.1956. when they 
shall supersede 7 CFiFt 1954 8upp. 319.56- 
2i. issued March 2. 1954, cfiective March 
6. 1954. 

(Sec. 9. 37 Stmt. 318; 7 tJ. 8. C. 162. Initr- 
preu or applies occ. 6. 37 Slat, 316; 7 U. 8. C. 
159) 

Done at Washington. D. C. this 226 
day of May. 1956. 

(SEALl H. 8. Dxan, 

Acting Chief. 
Plant Quarantine Branch. 

IP. R. Doc. 56-4137; FUed. May 24, 1955; 
8: 53 a. m ] 


Chapter IX—Agricultural Marketing 

Service (Marketing Agreemenli and 

Orders), Department of Agriculture 
IPium Order 31 

Pait 936— Fresh Bartlett Pears. Ptrics, 

AND Elberta Peaches Grown in Cau- 

PORNIA 

RCCTTLATtON BY GRADES AND 51EIS 

( 936.526 Plum Order 3—(a > FindingSs 
<1) Pursuant to the marketing agree¬ 
ment. as amended, and Order No. 36. ss 
amended (7 CFR Part 936>, regulating 
the handling of fresh Bartlett pesrs, 
plums, and Elberta peaches grown m the 
8tate of CaUfomla, effccUve under the 
applicable pro\isions of the Agrlcultursl 
Marketing Agreement Act of 1937. as 
amended, and upon the basis of the rec¬ 
ommendations of the Plum Commodity 
Committee, established under the afore¬ 
said amended marketing agreement and 
order, and upon other ai^ablo Infor¬ 
mation. It Is hereby found that the Umlta- 
lion of i^lpments of plums of the variety 
hereinafter set forth, and in tlic man¬ 
ner herein provided, will tend to ef¬ 
fectuate the declared policy of the act 

<2) It is hereby further found that it 
is Impracticable and contrary to the 
public Interest to give preliminary no¬ 
tice. engage in public rule-makinK pro¬ 
cedure. and r>ostpone the effective daw 
of tIM* section until 30 days after pub¬ 
lication thereof in the Federal Reob- 
TEB (60 SUt. 237: 5 U. 8. C. 1001 et seq.' 
in that, ns hereinafter set forth, w 
time intervening between the date wnf« 
information upon which this section U 
based became available and the time 
w'hcn this section must become effective 
in order to effectuate the declared pol¬ 
icy of the act is insufficient; a reason¬ 
able time is permitted, under the cir¬ 
cumstances, for preparation for such «- 
fectlve time; and good cause exUU for 
making the provisions hereof effective 
not later than June l, 1956. A reason¬ 
able determination as to the supply oL 
and the demand for. such plums 
await the development of the crop 
thereof, and adequate ihformauon 
thereon was not available to the Plu® 
Commodity Committee until May 
1956; recommendation as to the nw 
for, and the extent of. regulation of shi^ 
menu of such plums was made at ^ 
meeting of said committee on May i • 
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1(56, after consideration of all available 
ioforniation relative to the supply and 
dnnand conditions for such plums, at 
vblch time the recommendation and 
lapportinK information was submitted 
to the Department; shipments of the 
eorrcnt crop of such plums are expected 
to begin on or about June 5. 1956; this 
lectlon should be applicable to all such 
ihlpmcnU In order to effectuate the de« 
dared policy of Uie act; and compliance 
with the provisions of this section will not 
require of handlers any preparation 
therefor which cannot be completed by 
the effective time hereof, 

(b» Order, (1) During the period 
beglnninR at 12:01 a. m.. P, s. t.. June 1, 
19a6. and ending at 12:01 a. m.. P. s. t.. 
Kovember 1, 19^. no shipper shall ship 
any package or container of Santa Rosa 
pluni.5 unless: 

(1) Such plums grade at least U. 8. 
No 1; 

(ii> The plums are of a size not smaller 
than a size that will pack a 4 x 5 stand¬ 
ard pack: and 

dii) The diameters of the smallest 
and largest plums in the package or con¬ 
tainer do not vary more than one-fourth 
inch: Provided, That a total of not more 
than five C5) percent, by count, of the 
plums in the package or container may 
fan to meet this requirement. 

<2> Section 936.143 sets forth the re- 
Quiirmente with respect to the inspec¬ 
tion and certification of shipments of 
fruit covered by this section. Such sec¬ 
tion also prescribes the conditions which 
oust be met If any shisnnent is to be 
aadc without prior inspection and cer- 
Uftcatlon, Notwithstanding that shlp- 
nenta may be made without inspection 
and certiOcation, each shipper shall 
^Ply ulth all grade and size regula- 
wons applicable to the respective ship¬ 
ment. 

<3) As used in this sccUon. ‘TJ. S. No. 
1 and ‘"serious damage** shall have the 
JJine meaning as set forth In the revised 
United States Standards for plums and 
<fre8h) (n 51.1520 to 51.1530 of 
this title); ""standard pack** shall have 
applicable meanings of the terms 
wndard pack** and **equivalcnt size,'* 
**diaincter** shall have the meaning 
term, as used in f 936.142 and all 
Pwer terms shall have the same meaning 
J^ben used In the amended marketing 
MWement and order, 

8. 49 SUt. 753, Si amended: 7 U, 8. C. 

I>ated: May 22.1956. 

f****^! S. R. Smith. 

Oirector, Fruit and Vegetable 
Division, Agricultural Mar^ 
keting Service, 

R Doc. 66-4131: PUed. May 24. 1956; 

0:52 a. m.j 


IFlutn Order 41 

936^Pr esh Bartlett Pears. Plums, 
w Elskrta Peaches Grown in Cau- 

*CCULAnON BY GRADES AND SIZES 

Plum Order 4—la) find- 
<1> Pursuant to the marketing 
•aTOment, as amended, and Order No. 


36, as amended <7 CFR Part 936>, regu¬ 
lating the handling of fresh Bartlett 
pears, plums, and Elbcrta peaches grown 
in the State of California, effective under 
the applicable provisions of the Agricul¬ 
tural Marketing Agreement Act of 1937, 
as amended, and upon the basis of the 
recommendations of the Plum Commod¬ 
ity Committee, established under the 
aforesaid amended marketing agreement 
and order, and upon other available in¬ 
formation. it Is hereby found that the 
limitation of shipments of plums of the 
variety hereinafter set forth, and In the 
manner herein provided, will tend to 
effectuate the declared policy of the act. 

(2) It Is hereby further foimd that it 
Is impracticable and contrary to the 
public Interest to give preliminary notice, 
engage in public rule making procedure# 
and postpone the effective date of this 
section until 30 days alter publication 
thereof in the Federal Register (60 Stat. 
237; 5 U. 8. C. 1001 et seq.) in that, as 
hereinafter set forth, the time inter¬ 
vening bctw*een the date when Informa¬ 
tion upon which this section is based 
became available and the time when this 
section must become clTecUve in order 
to effectuate the declared policy of the 
act is insufficient; a reasonable time Is 
permitted, under the circumstances, for 
preparation for such effective time; and 
good cause exists for making the pro¬ 
visions hereof effective not later than 
Juno 1, 1956. A reasonable determina¬ 
tion as to the supply of. and the demand 
for. such plums must await the develop¬ 
ment of the crop thereof, and adequate 
information thereon was not available 
to the Plum Commodity Committee until 
May 18. 1956: recommendation as to the 
need for, and the extent of, regulation 
of shipments of such plums was made at 
the meeting of said committee on May 
18. 1956, after consideration of all avail¬ 
able Information relative to the supply 
and demand conditions for such plums, 
at which time the recommendation and 
supporting information was submitted 
to the Department: shipments of the 
current crop of such plums are expected 
to begin on or about June 10. 1956; this 
section should be applicable to all such 
shipments In order to effectuate the 
declared policy of the act; and compli¬ 
ance with the provisions of this section 
will not require of handlers any prepara¬ 
tion therefor which cannot be completed 
by the effective time hereof. 

(b) Order, (1) During the period be¬ 
ginning at 12:01 a. m.. P. s. t., June 1, 
1956, and ending at 12:01 a. m.. P. a. t., 
November 1. 1956. no shipper shall ship 
any package or container of Formosa 
plums unless: 

<i) Such plums grade at least U. S. 
No. l; 

(U> The plums are of a size not 
smaller than a size that will pack a 4 x 5 
standard pack; and 

(ill) The diameters of the smallest 
and largest plums in the package or con¬ 
tainer do not vary more than one-fourth 
Inch: Provided, That a total of not more 
than five (5) percent, by count, of the 
plums in the package or container may 
fail to meet this requirement. 

(2) Section 936.143 sets forth the re¬ 
quirements with respect to the inspec¬ 
tion and certification of shipments of 
fruit covered by this section. Such sec- 
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lion also prescribes the conditions which 
must be met if any shipment is to be 
made without prior Insp^tlon and cer¬ 
tification. Notwithstanding that ship« 
ments may be made without inspection 
and certification, each shipper shall com¬ 
ply with all grade and size regulations 
applicable to the respective shipment. 

<3) As used In this section. **17. S. 
No. 1“ and ‘*Berioua damage'* shall have 
the same meaning as set forth in the 
revised United States Standards for 
plums and prunes (fresh) (4f 51.1520 to 
51.1530 of this title); '"standard pack'* 
shall have the applicable meanings of 
the terms "standard pack** and •"equiv¬ 
alent size,*' and "diameter** sliall have 
the meaning of that term, as used in 
ft 930.142 and all other terms shall have 
the same meaning as when used in the 
amended marketing agreement and 
order, 

5. 40 SUL 753. as amended: 7 0. S. C. 

608c) 

Dated: May 22, 1956. 

fSEALl S. R. Smith, 

Director, Fruit and Vegetable 
Division, Agricultural Mar- 
keting Service, 

IP. R. Doo. 66-4133: FUed. May 24.1956; 

8:52 a. m.] 


(Plum Order 5] 

Part 936— Fresh Bartlett Pears. Plums, 

AND Elbsrta Peaches Grown in Cali- 

FORNU 

REGULATION BY GRADES AND SIZES 

ft 936.528 Plum Order 5 —(a) Find¬ 
ings, (1) Pursuant to the marketing 
agreement, as amended, and Order No. 
36. as amended <7 CPR Part 936), regu¬ 
lating the handling of fresh Bartlett 
pears, plums, and Elberta peaches grown 
in the State of California, effective under 
the applicable provisions of the Agri¬ 
cultural Marketing Agreement Act of 
1937, as amended, and upon the basis of 
the recommendations of the Plum Com¬ 
modity Committee, established under the 
aforesaid amended marketing agreement 
and order, and upon other available in¬ 
formation. it is hereby found that the 
limitation of shipments of plums of the 
variety hereinafter set forth, and In the 
manner herein provided, will tend to 
effectuate the declared policy of the act. 

<2> It Is hereby further found that 
It is impracticable and contrary to the 
public interest to give preliminary notice, 
engage in public rule making procedure, 
and postpone the effective date of this 
section until 30 days after publication 
thereof In the Federal Register (60 
suit. 237; 5 U. 8. C. 1001 et seq.) in that, 
as hereinafter set forth, the time Inter¬ 
vening between the date when informa¬ 
tion upon which this sccUan is based 
became a\*ailable and the time when this 
section must become effective in oi*der to 
effectuate the declared policy of the act 
is insufficient; a reasonable time is per¬ 
mitted, under the circumstances, for 
preparation for such c^ffective time; and 
good cause exists for making the provi¬ 
sions hereof effective not later than June 
1. 1956. A reasonable determination as 
to the supply of. and the demand for. 
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such plums must await the development 
of the crop thereof, and adequate In¬ 
formation thereon was not available to 
the Plum Commodity Committee until 
Muy 18,1956; recommendation as to the 
need for, and the extent of. regulation of 
shipments of such plums wtLS made at 
the meeting of said committee on May 
18. 1956, after consideration of all avail¬ 
able Information relative to the supply 
and demand conditions for such plums, 
at which time the recommendation and 
supporting Information was submitted 
to the Department; shipments of the cur¬ 
rent crop of such plums are expected to 
begin on or about June 10. 1956. and 
this section should be applicable to all 
such shipments of such plums In order to 
effectuate the declared policy of the act: 
and compliance with the provisions of 
this section vrlll not require of handlers 
any preparation therefor which cannot 
be completed by the effective time hereof. 

(b) Order. (1) During the period be¬ 
ginning at 12:01 a. m.. P. s. t.« June 1. 
1956, and ending at 12:01 a. m., P. s. t.. 
November 1. 1956, no shipper shall ship 
any package or container of Climax 
plums unless: 

(1) Such plums grade at least U. 8. 
No. 1 with a total tolerance of five (5) 
percent for defects not considered seri¬ 
ous damage in addition to the tolerances 
permitted for such grade; 

(il) The plums are of a size not 
smaller than a size that will pack a 
4x5 standard pack; and 

(ill) The diameters of the smallest and 
largest plums in the package or con¬ 
tainer do not vary more than one-fourth 
inch: Provided. That a total of not more 
than five (5) percent, by count, of the 
plums in the package or container may 
fall to meet this requirement. 

(2) Section 936.143 sets forth the re¬ 
quirements with respect to the inspection 
and certification of shipments of fruit 
covered by this section. Such section 
also prescribes the conditions which 
must be met if any shipment is to be 
made without prior inspection and cer- 
Uheation. Notwithstanding that ship¬ 
ments may be made without Inspection 
and certification, each shipper shall 
comply with all grade and size regula¬ 
tions applicable to the respective ship¬ 
ment. 

, (3) As used In this section. "U. 8. No. 

!"• and “serious damage'* shall have the 
same meaning as set forth In the revised 
United States Standards for plums and 
prunes (fresh) ({{51.1520 to 51.1530 of 
this title); “standard pack** shall have 
the applicable meanings of the terms 
“standard pack’* and “equivalent size,** 
and “diameter'* shall have the meaning 
of that term, as used in { 936.142 and 
all other terms shall have the same 
meaning as when used in the amended 
marketing agreement and order. 

(Sec. 5, 49 dtat. 753. at amended; 7 U. S. C. 
606c) 

Dated: May 22, 1956. 

fsCALl 8. R. SMinr. 

Director, Fruit and Vegetable 
Division. Agricultural hiar^ 
keting Service. 

(P R. Doc. 56-4133; Filed. May 24. 1956; 

8:52 a. m.| 
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[Avocado Order 131 

Past 969—Av(x:ai>os Growh nc South 
Florida 

QUALITY RtCULAT10.1 

{ 969.313 Avocado Order 13 —(a) 
Findings. (1) Pursuant to the market¬ 
ing agreement, as am ended , and Order 
No. 69. as amended (7 CFR Part 969; 20 
F. R. 4177) regulating the handling of 
avocados grown In south Florida, effec¬ 
tive under the applicable provisions of 
the Agricultural Marketing Agreement 
Act of 1937, as amended (7 U. 8. C. 601 
et seq.; 68 Stat. 906, 1047), and upon 
Uie basis of the recommendations of the 
Avocado Administrative committee, es¬ 
tablished under the aforesaid marketing 
agreement and order, and upon other 
#Lvailable information, it Is hereby found 
that the limitation of handling of avo¬ 
cados. as hereinafter provided, will tend 
to effectuate the declared policy of the 
act. 

(2) It is hereby further found that it 
Is impracticable, unnecessary* and con¬ 
trary to the public interest to give pre¬ 
liminary notice, engage In public rule 
making procedure, and postpone the ef¬ 
fective date of this section until 30 days 
after publication thereof in the Pkozral 
Rsoistrr (60 6Ut. 237; 5 U. 8. C. 1001 
et seq.) in that, as hereinafter set forth, 
the time intervening between the date 
when information upon which this sec¬ 
tion is based became available and the 
time when this section must become ef¬ 
fective in order to effectuate the de¬ 
clared policy of the act is insuffleient; 
a reasonable time is permitted, under 
the circumstances, for preparation for 
such effective time; and good cause exists 
for making the provisions hereof effec¬ 
tive not later than June 1. 1956. Ship¬ 
ments of avocados, grown in south Flor¬ 
ida, are currently prohibited until 12:01 
a. m.. e. s. t.. June 1.1956, under the ma¬ 
turity regulation ({ 969.312; 21 P. R. 
3307) issued May 16. 1956; shipments 
of such avocados are expected to begin 
on or soon after June 1. 1956. and this 
section should be applicable to all such 
shipments in order to prevent the ship¬ 
ment of avocados of undesirable quality 
and appearance; a reasonable determi¬ 
nation as to the quality, the supply of, 
and demand for. such avocados must 
await the development of the crop there¬ 
of. and adequate information thereon 
was not available to the Avocado Admin¬ 
istrative Committee until May 17. 1956; 
reconunendatlon as to the need for. and 
the extent of. regulation of the quality 
of shipments of such avocados on and 
after June 1. 1956, was made at a tele¬ 
phone meeting of said committee on 
May 17. 1956, after consideration of all 
available information as to the quality, 
the supply of, and demand for. such 
avocados, at which time the recommen¬ 
dations and supporting information for 
quality regulation in the manner and for 
the period herein set forth were sub¬ 
mitted to the Department; and compli¬ 
ance with the provisions of this section 
will not require of handlers any prepara¬ 
tion therefor which cannot be completed 
by the effective time hereof. 

(b) Order. (1) During the pcri(xl be¬ 
ginning at 12:01 a. m., e. s. t., June 1, 


1956. and ending at 12:01 a. m., e. s. t, 
April 30. 1957, no handler shall handle 
any avocados, grown in south Florida, 
unless such avocados (i) grade at least 
No. 2 Grade, and (11) meet the require¬ 
ments of Standard Pack. 

(c) As used in this section, **Na 2 
Grade** and “Standard Pack” shall have 
the same meaning as in paragraph! (e) 
and (f). respectively, of { 969.130 of the 
supplementing rules and regulations, as 
amended (21 F. R. 2409), 

(Sec. 5. 49 stat. 753, at amended; 7 U 8. C. 
608c; 68 Scat. 906. 1047) 

Dated: May 22, 1956. 

(SKALI S.R. Smith, 

Director, Fruit and Vegetable 
Division, Agricultural Afar- 
keting Service. 

IF. R. Doo. 56-4)34; Filed. May 24. 1954; 
8:53 a. m.i 


Part 1010—^Miuc ik Wilmxncton, Dfu- 
WARX, Marketing Arka 

OgDER RSOULATINO HAKDUNC 

Sec. 

1010.0 Finding! and determinaUonf. 
DKFlKmONS 

1010.1 Act. 

1010.2 Secretary. 

1010.3 Department of Agriculture. 

1010.4 Peraom 

1010.6 Wilmington. Delaware, milt mar¬ 
keting area. 

1010.6 Cooperative aaaodaUon. 

1010.7 Fluid milk plant. 

1010.8 Nonfluid milk pUnt, 

1010.9 Handler. 

1010.10 Producer. 

1010.11 Producer milk. 

1010.12 Other source milk, 

1010.13 Producer-handler. 

MaaiuT ADMiNxanuToa 

1010.20 DefllgnaUon, 

101021 Powers. 

101022 Duties. 

aarosTS. ascoiM asd rhcxurtr^ 

101020 Reporta of receipts and ulUixatlon. 
1010.31 Other reporta. 

101022 Records and facilities. 

1010.33 Retention of records. 

CLASSIFICATION 

1010.40 Skim milk and butlerfat to l>e 

fled. 

1010.41 Classes of utilization. 

1010.42 Shrinkage. 

1010.43 Responsibility of handler! and re- 

claasiflcatlon of milk. 

1010.44 Transfers. 

1010.45 ComputaUon of skim mUk and but- 

terfat in each class. 

lOl'b.46 Allocation of akUn milk and batter- 
fat closaifled. 

MINIMUM raicza 

1010.50 Class prices. 

101021 Butterfat differential to haniUerf. 

1010.52 Location differential to bandlen* 

1010.53 Equivalent prices or Indexes. 

AFFLICATION OF PROVISIONS 

1010.60 Producer-handlers. . 

1010.61 PlanU subject to other Feders* 

orders. 

DrmMiNATiON or unifosm fticza 

1010.70 Net obligation of handlers. 

1010.71 ComputaUon of uniform pnees i 

handlers. 
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1010 BO Payments to producers. 

1010.81 Butterfai dlflferenUal to producers. 

1010.83 Location dUIerentlal to pr^ucars. 
101083 Adjustment of accounu. 

1010.84 Expense of admlnUtratlon. 

1010.66 Termination of obligations. 

tf i s sr um mix, sirBrxNsioN, oa iraMXNATioit 

1010J90 Effective time. * 

1010.01 Suspension or termination. 

1010.03 Continuing obligations. 

1010.83 Liquidation. 

MTSCCLLANOOUS PSOVXSIONS 

1010.100 Agents. 

1010.101 Separability of proTlsloAs. 

AcTMOcnr: If 1010.0 to 1010.101 Issued 
tmder sec. 5. 40 8tat. 753« as amended; 7 
U. S. C. and Sup. 008c. 

11010.0 Findings and determina^ 
ftons—<a> Findings upon the basis of 
the hearing record. Pursuant to tho pro- 
Tialona of the Agricultural Marketing 
Agreement Act of 1937, as amended (7 
U. S. C. 601 ct Bcq.). and the applicable 
rules of practice and procedure, as 
amended, governing the formulation of 
marketin g ag reements and marketing 
orders (7 CFR Part 900), a public hear¬ 
ing aos held upon a proposed marketing 
agreement and a proposed order regulat¬ 
ing the handling of milk In the Wilming¬ 
ton. Delaware, marketing area. Upon 
the basis of the evidence introduced at 
«ich bearing and the record thereof, it 
is found that: 

<1) The said order, and all of the 
terms and conditions thereof, will tend to 
effectuate the declared policy of the act; 

<2) The parity prices of milk as dc- 
tennincd pursuant to section 2 of the act 
are not reasonable In view of the price 
of feeds, available supplies of feeds, and 
other economic conditions which affect 
market supply and demand for milk in 
the marketing area, and the minimum 
prices specified In the order are such 
prices as will reflect the aforesaid fac¬ 
tors, insure a sufQclent quantity of pure 
and wholesome milk, and be in the pub¬ 
lic interest; 

<3) The said order regulates the han- 
fflliig of milk in the same manner as. and 
“ applicable only to persons in the re- 
Bpectivc classes of industrial and com- 
®«rcial activity specified in a marketing 
jBreement upon which a hearing has 
»en held; 

All milk and milk products han- 
by handlers, as defined in this order, 
^ in the current of Interstate com- 
®*rcc or directly burden, obstruct or 
wort Interstate commerce in milk or its 
products; and 

<6 ► It is hereby found that the neces- 
expense of the market administrator 
•or the maintenance and functioning of 
ogency will rc^iuire the payment by 
iiandler, as his pro rata share of 
?]f.\^^Ponse, five cents per hundred- 
j^ht or such amount not exceeding 
cents per hundredweight, as the 
wretary may prescribe with respect to 
w- <») Heceiptsof producer milk includ- 
^ such handler's own production, and 
source milk at a fluid milk 
which is classlfled as Class I milk. 

4 findings. It is neces- 

^ in the public interest to make the 
imrtlally effective not later th^ 


June 1, 1956, and fully effective not later 
than June 16, 1956. Any delay beyond 
these dates will seriously threaten the 
orderly marketing of milk in the Wil¬ 
mington. Delaware, marketing area. 
The provisions of this order are well 
known to handlers, the public hearing 
upon which this order is based having 
been conducted September 12-23, 1955, 
the recommended decision having been 
issued on January 17, 1956 <21 P. R. 
486; P. R. Doc. 56-514) rfhd the Anal 
decision having been Issued on April 11, 
1956 <21 P. R. 2478; F. R. Doc. 55-2941). 
Thus, handlers have known of these im¬ 
pending requirements for some time and 
should be prepared. Furthermore, pro¬ 
ducers continue to lose substantial in¬ 
come and marketing conditions continue 
to remain unstabllixed each day the ef¬ 
fective date of the order is delayed. In 
view of the foregoing, it is hereby found 
and determined that good cause exists 
for making this order partially effective 
June 1, 1956. and fully effective June 16, 
1956, and that It W'ould be contrary to 
the public interest to delay the effective 
date of this order for thirty days after 
its publication in the Federal Register. 
(See section 4 (c). Administrative Pro¬ 
cedure Act. 5 U. 8. C. 1001 et seq.). 

<c) Determinations. It Is hereby de¬ 
termined that handlers (excluding co¬ 
operative associations of producers who 
arc not engaged in proccsslnir. distrib¬ 
uting, or shipping milk covert by this 
order) of more than 50 percent of the 
milk covered by the order, which is mar¬ 
keted within the Wilmington. Delaware, 
marketing area, refused or failed to sign 
the proposed marketing agreement reg- 
ulaUng the handling of milk In the said 
marketing area, and it is hereby fur¬ 
ther determined that: 

(1) The refusal or failure of such han¬ 
dlers to sign said proposed marketing 
agreement tends to prevent the effectua¬ 
tion of the declared policy of the act; 

< 2 ) The issuance of this order amend¬ 
ing the order, as amended, is the only 
practical means pursuant to the declared 
policy of the act, of advancing the in¬ 
terests of producers of milk which is pro¬ 
duced for sale in the said marketing area; 
and 

<3) The issuance of this order is ap¬ 
proved or favored by at least three- 
fourtlis of the producers who partici¬ 
pated in a referendum thereon and who. 
during the determined representative 
peri<xl (January 1956), were engaged in 
the production of milk for sale in the 
said marketing area. 

Order relative to handling. It Is 
therefore ordered, that on and after the 
effective date hereof the handling of milk 
In the Wilmington. Delaware, marketing 
area shall be In conformity to and in 
compliance with the following terms and 
conditions: 

DEFINITIONS 

S 1010.1 Act. •*Act" means Public 
Act No. 10, 73d Congress, as amended 
.and as reenacted and amended by the 
Agricultural Marketing Agreement Act 
of 1937, as amended (7 U. 8. C. 601 et 
seq.). 

} 1010.2 Secretary. ••Secretary’’ 
means the Secretary of Agriculture or 


any officer or employee of the United 
States authoiizcd to exercise the powers 
and to perform the duties of the Secre¬ 
tary of Agriculture. 

11010.3 Department of Agriculture. 
•'Department of Agriculture'* means the 
United States Department of Agriculture 
or any other Federal agency as may bo 
authoriEed by Act of Congress, or by 
Executive order, to perform the price re¬ 
porting functions of the United States 
Department of Agriculture. 

S 1010.4 Person. “Person'* means 
any Individual, partnership, corporation, 
association, or other business unit. 

i 1010.5 Wilmington, Delaware, milk 
marketing area. “Wilmington, Dela- 
W’orc, Marketing Arca,“ hereinafter 
called “the marketing area.“ means all 
of that territory situated within and 
bounded on the north, east and west by 
the boundary line of the State of Dela¬ 
ware. and on the south by the Chesa¬ 
peake and Delaware Canal, all of which 
area lies within New C^Ie County, 
Delaware. 

S 1010.6 Cooperative association. 
“Cooperative association*' means any 
cooperative marketing association of 
producers which the Secretary deter¬ 
mines, after application by the associa¬ 
tion: 

<a) To be qualified under the provi¬ 
sions of the act of Congress of February 
18.1922. OS amended, known as the “Cap¬ 
per-Volstead Act"; and 

<b) To have full authority In the sale 
of milk of its members and to be engaged 
In making collective sales of or market¬ 
ing milk or its products for its members. 

S 1010.7 Fluid milk plant. “Fluid 
milk plant" means (a) any pastcunxlng 
or bottling plant from which milk is dis¬ 
posed of during the month as Class I 
milk In the marketing area on routes (in¬ 
cluding routes operated by vendors) or 
through plant stores to retail or whole¬ 
sale outlets (except other fluid milk 
plants): (b> any plant during the months 
of January tliTough August, from which 
shipments of Grade A milk or skim milk 
classlfled as Class I milk, are made dur¬ 
ing the month to a plant qualified pur¬ 
suant to paragraph (a) of this section, 
and <e) any plant during the months of 
September through December from 
which shipments of Grade A milk or skim 
milk, classified as Class I. are made on 
more than ten days during the month 
to a plant qualified pursuant to para¬ 
graph (a) of this section. 

I 1010.8 Nonfluid milk plafit. “Non¬ 
fluid milk plant" means any milk manu¬ 
facturing, processing or bottling plant 
other than a fluid milk plant. 

i 1010.9 Handler, “Handler" means 
any person In his capacity as the oper¬ 
ator of one or more fluid milk plants, 

91010.10 Producer. “Producer" 
means any person, except a prcxlucer- 
handler, who produces milk which is re¬ 
ceived at a fluid milk plant: Provided, 
That if such milk is diverted for his ac« 
count by a handler from a fluid milk 
plant to a nonfluid milk plant it shall be 
deemed to have been received by the di¬ 
verting handler at a fluid milk plant at 
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the location of the plant from which it 
w^as diverted. 

11010.11 Producer milk. -Producer 
milk** means only that skim milk or but* 
terfat contained in milk (a) received at 
a fluid milk plant directly from pro* 
ducers. or (b) diverted from a fluid milk 
plant to a nonfluid milk plant in accord* 
anee with the conditions set forth in 
i 1010.10. 

11010.12 Other source mfik. -Other 
source milk- means all skim milk and 
butterfat contained In: 

(a) Receipts during the month in the 
form of fluid cream and of products des* 
ignated as Class I milk pursuant to 
! 1010.41 (a) (1) except such products 
received from another fluid milk plant 
(other than that of a producer-handler), 
or as producer milk; and 

(b> Products designated as Class n 
milk pursuant to S 1010.41 (b) (1) (other 
than fluid cream as provided in subpara* 
graph (a> of this paragraph) from 
any source (Including those from a 
plant's own production) which are re* 
processed or converted to another prod* 
uct during the month. 

I 1010.13 Producer^handler. -Pro* 
ducer-handler" means any person who 
operates both a dairy farm and fluid 
milk plant from which Class I milk is 
disposed of In the marketing area, but 
who receives no milk from other dairy 
farmers. 

MARKET ADMTNXSTEATOa 

S 10i0.20 Deslffnation, The agency 
for the administration of this part shall 
be a market administrator, selected by 
the Secretary, who shall be entitled to 
such compensation as may be determined 
by, and shall be subject to removal at 
tlie discretion of. the Secretary. 

I 1010.21 Povoers, The market ad* 
ministrator shall have the foUovring 
powers with respect to this part: 

(a) To administer its terms and pro¬ 
visions: 

(b) To receive, investigate, and re¬ 
port to the Secretary complaints of vio¬ 
lations; 

(c> To make rules and regulations to 
effectuate Its terms and provisions: and 

(d) To recommend amendments to the 
jSccretary. 

S 1010.22 Dufies. The market ad¬ 
ministrator shall perform all duties nec¬ 
essary to administer the terms and pro¬ 
visions of this part, including but not 
limited to the following; 

(a) Within 45 days following the date 
on which he enters upon his duties, or 
such lesser period as may be prescribed 
by the Secretary, execute and deliver to 
the Secretary a bond, effective as of the 
date on which he enters upon his duties 
and conditioned upon the faithful per¬ 
formance of such duties, in an amount 
end with surety thereon satisfactory to 
the Secretary; 

(b) Employ and fix the compensation 
of such persons as may be necessary to 
enable him to administer its terms and 
provisions; 

( 0 ) Obtain a bond in a reasonable 
amount, and with reasonable surety 
thereon, covering each employee who 
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handles funds entrusted to the market 
administrator: 

(d> Pay, out of the funds provided by 
S 1010.84. (1) the cost of his bond and of 
the bonds of his employees. (2) his own 
compensation, and (3) all other expenses 
necessarily Incurred by him in the main¬ 
tenance and functioning of his ofllce 
and In the performance of his duties; 

(e) Keep such books and records as 
will clearly reflect the transactions pro¬ 
vided for ln\hi8 part. and. upon request 
by the Secretary, surrender the same to 
his successor or to such other person as 
the Secretary may designate; 

(f) Publicly disclose to handlers and 
producers, at his discretion, the name 
of any person who. within flve days after 
the day upon which he is required to 
perform such acts, has not made (1) 
reports pursuant to li 1010.30 and 
1010.31, or (2) payments pursuant to 
Si 1010.80 through 1010.84; 

(g) Submit his books and records to 
examination by the Secretary, and fur¬ 
nish such Information and reports as 
may be required by the Secretary; 

(h) Prepare and make available for 
the beneflt of producers, consumers, and 
handlers, general statistics and infor¬ 
mation concerning the operation of this 
pert; 

(1) Verify all reports end payments by 
each handler by audit. If necessary, of 
such handler's records and the records 
of any other handler or person upon 
whose utilization the classiflcatlon of 
skim milk and butterfat for such han¬ 
dler depends; 

(j) On or before the date specified, 
publicly announce by posting in a con¬ 
spicuous place in his ofllce and by such 
other means as he deems appropriate 
the following: (1) The 8th day of each 
month, the Class II price and the han¬ 
dler butterfat diflerential, both for the 
preceding month; (2) the 15th day of 
the month preceding the start of each 
calendar quarter, the Class I price for 
such calendar quarter; and (3) the 12th 
day after the end of each month, the 
uniform price for each handler, com¬ 
puted pursuant to { 1010.71 and the pro¬ 
ducer butterfat differential both for the 
preceding month; and 

(k) Publicly announce each month 
such information regarding the names 
and plant locations of all plants applying 
other source milk to the market as does 
not i*evcal confidential Information on 
the operations of individual handlers. 

REPORTS. RECORDS AND rACILITIBS 

1 1010.30 Reports of receipts and uri- 
lUation, On or before the 8th day after 
the end of each month each handler, 
except a producer-handler, shall report 
for each of his fluid milk plants for such 
month to the market administrator in 
the detail and on forms prescribed by 
the market administrator; 

(a) The quantities of skim milk and 
butterfat contained in receipts of pro¬ 
ducer milk (including such handler's 
own production); 

(b) The quantites of skim milk and 
butterfat contained in receipts from 
other fluid milk plants in the form of 
fluid cream and products designated as 
Class I in § 1010.41 (a) (1); 


(c) The quantities of skim milk and 
butterfat contained in receipts of other 
source milk; 

(d) Inventories of fluid cream and 
products designated as Class 1 milk pur¬ 
suant to 1 1010.41 (a) (1) on hand at the 
beginning and end of the month; and 

(e) The utilization of all skim milk 
and butterfat required to be reported 
pursuant to this section. 

S 1010.31 Other reports, (a) Each 
producer-handler shall make reports to 
the market administrator at such time 
and in sucii manner as the market ad¬ 
ministrator may request. 

(b) Each handler, except a producer- 
handler, shall report to the market ad¬ 
ministrator, in the detail and on forms 
prescribed by the market administrator, 
as follows: 

(1) On or before the 20th day after 
the end of the month for each of his 
fluid milk plants his producer payroll for 
such month which shall show for each 
producer: (i) His name and address. (U) 
the total pounds of milk received from 
such pnxiucer, (Ui) the average butter¬ 
fat content of such mUk. and (Iv) the 
net amount of such handler's payment, 
together with the price paid and the 
amount and nature of any deductions; 

(2) On or before the first day other 
source milk is received in the form of 
milk or fluid skim milk, at his fluid milk 
plant(s), his intention to receive such 
product, and on or before the last day 
such product is received, his intention to 
discontinue receipt of such milk; 

(3) Such other information with re¬ 
spect to the receipts and utilization of 
butterfat and skim milk as the market 
administrator may prescribe; and 

(4) Promptly after mUk is first re¬ 
ceived from any producer, (a) the name 
and address of such producer, (b) the 
date upon which such milk was first 
received, and (c) the plant at which 
such milk was received. 

i 1010.32 Records and facilities. Each 

handler shall maintain and make avail¬ 
able to the market admlnLstrator during 
the usual hours of business such ac¬ 
counts and records of his operations, to¬ 
gether with such facilities as are neces¬ 
sary for the market admlnistmtor to 
verify or establish the correct data for 
each month with respect to: 

(a) The receipt and utilization of all 
skim milk and butterfat handled In any 
form; 

<b> The weights and butterfat and 
other content of all milk, skim 
cream, and other milk products handled: 

(c) The pounds of skim milk and but¬ 
terfat contained in or represented by an 
milk, skim milk, cream, and milk prod¬ 
ucts on hand at the beginning and end 
of each month; and 

<d) Payments to producers. Including 
any deductions authorized by produc^ 
and disbursement of money so deducte<t 

i 1010J3 Jletctiaon of records. ^ 
books and records required under 
part to be made available to the 
administrator shall be retained by tne 
handler for a period of three 
begin at the end of the month to wW» 
such books and records pertain: 
tided. That if within such th^<^c-yw 
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period the market administrator notifies 
the handler in writing that the retention 
of such bocks and records* or of specified 
tacks and records* is necessary In con- 
Dcction with a proceeding under section 
8e fl6) <A) of the act or a court action 
specified in such notice, the handler shall 
retain such books and records, or speci¬ 
fied books and records, until further 
written notldcation from the market 
administrator. In either case the mar¬ 
ket administrator shall give further 
written notification to the handler 
promptly upon the termination of the 
litigation, or when the records are no 
looser necessary In connection there¬ 
with. 

CLASSmCATIOK 

11010.40 Skim milk and butter/at to 
be classiflad. All skim milk and butter- 
fat received within the month at fluid 
milk plant* and which is required to be 
reported pursuant to 5 1010.30 shall be 
classified by the market administrator 
pursuant to the provisions of 111010.41 
through 1010.46. 

i 1010.41 Classes of utilization. Sub¬ 
ject to the conditions set forth in 
It 1010.43 and 1010.44. the classes of uU- 
lizaiion shall be as follows: 

(a> Class I milk. Class I milk shall be 
alliklin milk (Including that used to pro¬ 
duce concentrated and reconstituted 
or fortified skim milk) and butterfat 
<1) disposed of in fluid form as milk, 
4kim milk, buttermilk, cultured butter- 
mOk. flavored milk, flavored milk drinks, 
concentrated milk, milk shake mix. and 
any other mixture of cream and milk or 
okim milk (other than ice cream, ice 
cream mixes, eggnog, and sterllzcd prod¬ 
ucts in hermetically sealed containers) 
containing less than 18 percent butter- 
fat; and (2) not accounted for as Class 
II milk. 

<b) Class n milk. Class IT milk shall 
be tU skim milk and butterfat (1) used 
to produce any product other than those 
^leslgnated as Class 1 milk pursuant to 
paragraph (a) of thin section; (2) dis¬ 
posed of for livestock feed: <3) con- 
tslned in skim milk dumped, provided 
the market administrator is notified in 
advance and given opportunity to verify 
well dumping; (4) contained in Inven¬ 
tory of fluid cream and of products des¬ 
ignated as Class I milk pursuant to para- 
fraph ca) of this section on hand at the 
«rid of the month; (5) in actual plant 
4brinkage not to exceed two percent of 
«im milk and butterfat, respectively, in 
producer milk; and (6) in shrinkage of 
other source milk. 

11010.42 Shrinkage. The market ad- 
®^trator shall allocate shrinkage at 
the fluid milk plant(s) of each handler 
u follows: 

<a> Compute the shrinkage of skim 
and butterfat; 

<b) Allocate the resulting amounts 
rata to the handler's receipts of skim 
niilk and butterfat. respectively, in pro- 
«ocer miiic and in other source milk, 

11010.43 Responsibility of handlers 
^ reclassification of milk. <a) AU skim 
nhlk and butterfat shall be Class I milk 
^1^ the handler who first receives 
wch skim milk or butterfat prove* to 
the market administrator that such skim 


milk or butterfat should be classified 
oUierw'lse. 

<b) Any skim milk or butterfat shall 
be reclassified if verification by the mar¬ 
ket administrator discloses that the 
original classification w'os incorrect. 

f 1010.44 Transfers. Skim milk or 
butterfat disposed of each month from 
a fluid milk plant shall be classified: 

(a) As Class 1 milk If transferred in 
the form of fiuid cream or products 
designated as Class 1 milk In f 1010.41 
(a) (1) to a fluid milk plant of another 
handler, except a producer-handler, un¬ 
less utUigation as Clxms n milk is claimed 
by both handlers in their reports sub¬ 
mitted for the month to the market 
administrator pursuant to f 1010.30; 
Provided, That the skim milk or butter¬ 
fat so assigned to Class U milk shall bo 
limited to the amotmt thereof remaining 
in Class n milk in the plant of the trans¬ 
feree-handler after the subtraction of 
Inventory pursuant to f 1010.46, and any 
additional amounts of such skim mUk or 
butterfat shall be assigned to Class 1 
milk: And provided further. That if 
cither or both handlers have received 
other somree milk, the skim milk or 
butterfat so transferred shall be classi¬ 
fied at both plants so as to allocate the 
greatest possible Class I milk utilization 
to the producer milk of both handlers; 

(b) As Class 1 milk If transferred to a 
producer-handler in the form of products 
designated as Class 1 milk in 11010.41 
ta) (1); 

(c) As Class I milk if transferred or 
diverted in bulk form as milk or skim 
milk to a nonfiuld plant unless: 

11) The handler claims Class IT on 
the basis of utilization mutually Indi¬ 
cated in writing to the market adminis¬ 
trator by both buyer and seller on or be¬ 
fore the 8th day after the end of the 
month within which such transaction 
occurred; 

(2) The buyer maintains books and 
records showing the utilization of all 
skim milk and butterfat at his plant 
which are made available, if requested by 
the market administrator for the pur¬ 
pose of verification; and 

(3) Not less than an equivalent 
amount of skim milk and butterfat was 
actually used as Class 11 milk in such 
buyer’s plant. 

I 1010.45 Computation of skim mUk 
and butterfat in each class. For each 
month, the market administrator shall 
correct for matliematical and other ob¬ 
vious errors the reports of each handler 
submitted pursuant to I 1010.30 and 
compute the total pounds of skim milk 
and butterfat. respectively, in Class I 
milk and Class II milk In the fiuid milk 
plantis) of such handler. 

1 1010.46 Allocation of skim milk and 
butterfat classified. After making the 
computations pursuant to } 1010.45 the 
market administrator shall determine 
the classification of producer milk for 
each handler as follows: 

(a) Skim milk akall be allocated in 
the following manner: 

(1) Subtract from the total pounds of 
skim milk in Class IT milk the pounds of 
skim milk in producer milk classified 
pursuant to fi 1010.41 <b) (5); 


(2) Subtract from the pounds of skim 
milk in Class I milk the pounds of skim 
milk contained in milk and milk products 
specified In 4 1010.41 (a) received in 
consumer packages from a regulated 
plant under another order k^ed by tho 
Secretary at which plant only producer 
milk was allocated to Class I milk; 

<3) Subtract from tho remaining 
pounds of skim milk in Class II milk tho 
pounds of skim milk in other source 
milk: Provided, That if the pounds of 
skim milk in other source milk are 
greater tlian the remaining pounds of 
skim milk In Class II milk, an amount 
equal to the excess shall be subtracted 
from the pounds of skim milk in Class 1 
milk; 

(4) Subtract from the remaining 
pounds of skim milk in Class li milk 
the pounds of skim milk contained in 
Inventory of fluid cream and Class 1 
products on hand at the beginning of 
the month: Provided, That if the pounds 
of skim milk in such inventory are 
greater than the remaining pounds of 
skim milk in Class 11 milk, an amount 
equal to the difference shall be sub¬ 
tracted from the pounds of skim milk 
In class I milk; 

(5) Subtract from the remaining 
pounds of skim milk in each class the 
pounds of skim milk received from the 
fluid milk plants of other handlers in 
the form of fluid cream and products 
designated as Class 1 milk in I 1010.41 
(a) (1) according to the classification 
thereof an determined pursuant to 
§ 1010.44 (a); 

(6) Add to the remaining pounds of 
skim milk in Class n milk tlic pounds 
of skim milk subtracted pursuant to sub- 
paragraph Cl) of this paragraph; and 

(7) If the remaining pounds of skim 
milk In both classes exceed the pounds 
of skim milk contained in producer milk, 
subtract such excess from the remain¬ 
ing pounds of skim milk in series begin¬ 
ning with Class II milk. Any amount 
so subtracted shall be known as 
••overage”. 

<b) Butterfat shall be allocated in ac¬ 
cordance with the same procedure out¬ 
lined for skim milk in paragraph (a) of 
this section; and 

(c) Add the pounds of skim milk and 
the pounds of butterfat allocated to pro¬ 
ducer mUk In each class, pursuant to 
paragraphs (a) and <b) of this section, 
and determine the weighted average bul- 
terfat content of each class. 

Mirmnna paiccs 

4 1010.50 Class prices. Subject to the 
provisions of 4 1010.51 and 4 1010.52 each 
handler shall pay. at the time and in the 
manner set forth in 11010.80 for each 
hundredweight of milk containing 4.0 
percent of butterfat received at Ids fiuid 
milk plant<8) during the month from 
producers or a cooperative association, 
not less than the following prices: 

(a) Class i milk. For each month 
from the eilecUve date of this order 
through August 1057 the price per hun¬ 
dredweight of Class 1 milk shaJl be the 
price computed pursuant to subpara¬ 
graphs 1 through 6 of this paragraph: 

(1) Compute an index of wholesale 
commodity prices by averaging the four 
latest weekly Index figures of wholesale 
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commodity prices published by the Bu¬ 
reau of Labor Statistics. United States 
Department of Labor, and convert U\o 
result to a 193&-1940 base period by di- 
vldlns by 0.6108. 

(2) Compute an index of prices paid 
by Pennsylvania farmers per hundred¬ 
weight for 20 percent protein mixed 
dairy feed, using a 1936-1940 base pe¬ 
riod, by dividing by 0,01776 the monthly 
price for such feed published by the 
Pennsylvania Federal-State Crop Re¬ 
porting Service. 

(3) Compute an Index of prices re¬ 
ceived by Pennsylvania farmers for farm 
pnxiucts except dairy, in a 1936-1940 
base period, by dividing the monthly in¬ 
dex published by the Pennsylvania 
Federal-State Crop Reporting Service on 
a 1910-1914 base by 1.0916. and adjust 
the result for seasonal variation by di¬ 
viding by the applicable figure indicated 
below for each month: 


January. February, Marcb_*«.-0.06 

April. May. June-...---1.00 

July. August. September--- L04 

October. November, Deccmber^«^^«— l.OO 


(4> Compute an Index of prices paid 
for milk by 13 Midwest condenaerles. 
using a 1936-40 base period, by dividing 
by 0.013945 the monthly average price 
paid by 13 Midwest oondenseries as re¬ 
ported by the United States Department 
of Agriculture, and adjtist the result for 
seasonal variation by dividing by the 
applicable figure indicated below for 
each month: 


January__ 1.02 

Febriiary .... 1,02 

March_ 1.01 

AprU —_ 0,99 

May_0.98 

June __ 0.96 


July_ 

0. 

97 

August ___ 

1. 

00 

Saptember 

1. 

00 

October_- 

1. 

00 

November 

1. 

02 

December 

1. 

03 


(5) Compute an index Of average daily 
pounds of Class I milk sold by all lian- 
dlers under Order 61 regulating the 
handling of milk in the Philadelphia. 
Pennsylvania, marketing area during the 
previous month, except that milk which 
Is moved to plants outside of New Jersey 
and Delaware from which no routes are 
operated in the Philadelphia marketing 
area, using a 1936-40 base period, by 
dividing the monthly figure by 16.640. 
'bnd adjust the result for seasonal varia¬ 
tion by dividing by the applicable figure 
Indicated below for each month: 

Jnnuary ..... 0. 98 July-.... 0.99 

February 0.99 August ....I. 0.99 

March_- 1.00 September 1.04 

April __ 0.99 October 1,05 

May 0.98 Norember.... 1.02 

June ........ 0.98 December .... 0.99 


(6) Divide the sum of the indexes cal¬ 
culated in subparagraphs (1) through 
(S) of this paragraph by 6. This figure 
shall be the formula index, and shall 
determine the Class I price for each 
calendar quarter in accordance with the 
following table. If such index value Is 
not within a bracket, the price for the 
calendar quarter shall be determined by 
the adjacent index bracket which Is the 
same as or nearest to the bracket equiva¬ 
lent to the price in the previous quarter. 


Clam 1 Fmjcx Scmcnrui—C ulm 1 Pud Pmi 

IlCNbmJtOWKICiUT 


Forimiia Index 

lommry. 

Felirttary, 

Mervb. 

Aqk 

Uit, iVpceni- 
ber 

April, 

May, 

June 

Oetober, 
Novrm- 
l«r, l>e- 
ntaber 

. 

SSB 

IM 

AM 

- 

a4D 

xm 

AM 

m.9-13S.9. 

son 

X3i 

4 0(9 

.. 

ASO 

A 49 

429 

M7.4-1SI.4- 

4(9 

xm 

449 

.. 

429 

xm 

4 m 

|(U(.0-lf!7.n..... 

4 49 

4U0 

4.M 

l70.S-l74.iif- 

4 M 

420 

A09 

17S.S-tf(2A . 

4M0 

440 

A20 

1MO190JS. 

A(9 

4 09 

A4V 

. 

t.n 

4M 

AOS 

aol.o-anft-v . 


A (10 

AM 

- 

AW 

A» 

AOO 

. 

AM 

A49 

A» 


AU9 

AM 

A 40 

235.0-2X7.0.*^ . 

e.2u 

AW 

A«i 

2IOJ4-2I4.S. 

6.40 

AOS 

AM 

24A6-3S2.S . 

AM 

AM 

7,m 

2Se-4-JW.4. 

AM 

A 49 

7.» 


If the formula index is more than 
260.4. tills table shall be extended at the 
same rate as in the three highest index 
brackets shown above. 

(b> Class // milk. The price per 
hundredweight of Class II milk during 
each month shall be the sum of the plus 
values calculated by the market ad¬ 
ministrator pursuant to subparagraphs 
(1) and (2) of this paragraph. 

(1) Butter/aL Add all market quota¬ 
tions (using the midpoint of any weekly 
range as one quotation) of prices per 
40-quart can of fresh sweet cream of 
bottling quality of 40 percent butterfat 
content, not including prices for cream 
carrying special municipal approvals, 
reported at Philadelphia for each week 
ending within the month by the United 
States Department of Agriculture, divide 
by the number of quotations, subtract 
$2.00 and divide by 8.50: Provided, That 
such butterfat value shall not be less 
than 4.0 times 120 percent of the average 
of Uie daily wholesale selling prices for 
Grade A (92-scoirc) butter at New 
York as reported by the United States 
Department of Agriculture for the month 
for which payment is to be made, less 
19.0 cents. 

(2) Skhn milk. Prom the average of 
all the prices per pound for nonfat dry 
milk solids made by roller process, sold 
as **other brands" for human consump¬ 
tion in bags or barrels by carloU (using 
midpoint of any range as one quotation). 
published during such month in •^Pro¬ 
ducer’s Price Current," subtract 5 cents, 
multiply by 0.90 and multiply by 7.5. 

$ 1010.51 Butterfat differential to 
handlers. For milk containing more or 
less than 4.0 percent butterfat, the class 
prices for the month calculated pursuant 
to S 1010.50 shall be increased or de- 
creascKl, respectively, for each one-tenth 
percent variation in butterfat content at 
the appropriate rate determined as 
follows: 

(a) Class / milk. Five cents per hun¬ 
dredweight: Provided, That In the case 
of milk containing less than 3.0 percent 
or more than 6.0 percent butterfat the 
Class II differential computed pursuant 
to paragraph (b) of this section shall 
apply. 


(b) Class II milk. Divide by 40 the 
butterfat value computed pursuant to 
I 1010.50 <b) (1). 

( 1010.52 Location differential to han^ 
diets —(a) Class / mUk. For that mlllc 
received from producers at a fluid milk 
plant located 45 miles from the City Hall 
In Wilmington, Delaware, by shortest 
highway distance, as determined by the 
market administrator, and classifird as 
Class I milk, the Class I price set forth 
in I 1010.50 (a) shall be reduced 20 cents 
per hundredwidght plus one cent for 
each additional 10-mile distance, or frac¬ 
tion thereof, which such plant is located 
from the City Hall in Wilmington: Pro- 
vided. That for purpose of calculating 
such location differential, products desig¬ 
nated as Class 1 milk which are trans¬ 
ferred between fluid milk plants shall 
first be assigned to any remainder of 
Class n milk in the transferee-plant 
after making the calculation prescribed 
in 11010.46 (a) (1) and (2) and the com¬ 
parable steps In (b> for such plant 
The asslgiunent of such shipment to the 
transferor plants shall be made in se¬ 
quence starting with the plant located 
farthest from the City Hall in Wilming¬ 
ton. 

(b) Class II milk. For that milk re¬ 
ceived from producers at a fluid milk 
plant located 70 miles from the City Hall 
In Wilmington. Delaware, by shortest 
highway distance, as determined by the 
market administrator, and classihed m 
C lass II milk, the Class IT price set forth 
in S 1010.50 (b) shall be reduced 5 cenU 
plus one cent for each additional 70-mile 
distance, or fraction thereof, which such 
plant is located from the City Hall in 
Wilmington. 

( 1010.53 Equivalent prices or iitdfxe$. 
If for any reason a price or Index sped- 
fled by this order for use In computing 
class prices or for other purpose.s is not 
reported or published In the manner de¬ 
scribed in this order, the market admin¬ 
istrator shall use a price or index 
determined by the Secretary to be equiv¬ 
alent to or comparable with the factor 
which's specified. 

APPUCATION OF FtOVISIOS.'l 

81010.60 Producer-handlers. 8^ 
tions 1010.40 through 1010.46. 
through 1010.52, 1010.70 through 1010 71 
and 1010.80 through 1010.86, shall not 
apply to a producer-handler. 

JlOlO.ei Plants subject to other Fe^ 
eral orders. Any plant which meets W 
requirements for a fluid milk plant 
forth in 8 1010.7 (a>, (b), or (c) aua 
which is fully subject to the classiflcafion 
and pricing provisions of another order 
issued pursuant to the act shall be 
sldered as a nonfluid milk plant 
that the operator of such plsnt snsii. 
with respect to the total receipts ana 
utilization or disposition of skim mw 
and butterfat at the plant, make reporw 
to the market administrator at such tiiW 
and in such manner as the market so- 
ministrator may require (in lieu 
reports re<iulred piursuant to I lOlO Wh 
and allow verification of such reports oy 
the market administrator. 






































Friday, May 25, 1956 


FEDERAL REGISTER 


.•»93 


etTEXKIKATIOM or UKirOBlC PMCIS 

11010.70 Net obligation of handlers, 
n€t obligation of each handler for 

p^uccr milk received at hl5 fluid milk 
pUnt(8) each month shall be a sum of 
money computed by the market admlnls- 
Uitor 08 folloa^: (a) Multiply the total 
hundredweight of such milk in each class 
the applicable class price; (b) add 
tofether the resulting amounts; (o) add 
the omounU computed by multiplying 
the pounds of overage deducted from 
each class pursuant to 1 1010.46 <a) <6) 
and ^b) by the applicable class price; 
(dt add or subtract, as the case may be, 
on amount necessary to correct errors 
diicovcred by the market administrator 
in the verification of i-eports of such han¬ 
dler of his receipts and utilization of skim 
milk and butterfat for previous months; 
(e) Add the amount computed by multi- 
phlng the difference between the Class n 
price for the preceding month and the 
Appropriate Class I price for the current 
month by the hundredweight of producer 
milk classifled In Class U during the pre¬ 
ceding month, or the hundredweight of 
milk subtracted from Class I pursuant to 
11010.46 (a) (4) and (b). whichever is 
ICtt. 

11010.71 Compixfaffon of uniform 
prices for handlers. For each month the 
market administrator shall compute a 
uniform price for the producer milk re¬ 
ceived by each handler as follows: 

(a) Add to the amount computed pur- 
vuant to 11010.70 the total of the loca¬ 
tion diitcrentlal deductions to be made 
pursuant to i 1010.82. 

<b) Add or subtract for each one- 
tenth percent that the average bultcr- 
fst content of producer milk received 
by Auch handler is less or more, respcc- 
Wvely. than 4.0 percent, an amount 
wmputed by multiplying such difference 
by the butterfat difTerential to produc- 
and multiplying the restjJt by the 
total hundredweight of producer milk. 

<ci Add the amount represented by 
jny deductions made for eliminating 
fnietions of a cent In computing the uni¬ 
form prtcecs) for such handler for the 
Pi'Wdlng month. 

<d^ Divide the resulting amount by 
hundredweight of producer 
nuik received by such handler. The re- 
juit lest any fraction of a cent per hun- 
uredwelght. shall be known as the unl- 
price for such handler for milk of 
percent butterfat content, f. o. b. 
umrket, 

PAYKUiTS 

f 1010.80 Payments to producers, 
liandler shall moke payment to 
producer for milk received from 
SUM producer as follows: Provided^ That 
respect to producers whose milk 
Mused to be delivered to such han- 
uier by a cooperative association which 
“ to collect payment for such 

the handler shall, if requested in 
by the cooperative association, 
w such association aif amotmt equal to 
sum of the individual payments 
payable to such producers In 
■^^«<Watvce with this section. 

or before the last day of each 
received during the first 
® ways of such month at not less than 
No. ]oa-A 


such handler's estimate of his uniform 
price per hundredweight but in no event 
less than the price per hundredweight 
for Class II milk for the preceding 
month: Provided, That for the first 
month after the effective date of this 
order .^ch payment shall be at not less 
than the Class n price reported for the 
previous month under Order 61. 

(b) On or before the 15th day after 
the end of each month for milk received 
during such month at not less than the 
uniform price per hundredweight, com¬ 
puted for such handler pursuant to 
11010.71. subject to the butterfat dif¬ 
ferential computed pursuant to i 1010.81 
and the location differential computed 
pursuant to { 1010.82 less proper deduc¬ 
tions authorized in writing by such pro¬ 
ducer and less payment made pursuant 
to paragraph <a) of this section. 

i 1010.81 Butterfat differential to pro* 
ducers. The applicable uniform prices 
to be paid each producer pursuant to 
% 1010.80 shall be increased or decreased 
for each one-tenth of one percent which 
the butterfat content of his milk is above 
or below 4.0 percent, respectively, at the 
rate determined by multiplying the 
pounds of butterfat in producer milk of 
such handler allocated to the several 
subclasses of Class I and Class n milk 
ptusuant to 9 1010.46 (b> by the respec¬ 
tive butterfat differential for each sub¬ 
class or class computed pursuant to 
9 1010.51. dividing the sum of such value 
by the total pounds of such butterfat and 
rounding the resultant figure to the 
nearest half cent. 

9 1010.82 Location differential to pro* 
ducers. In making payments to pro¬ 
ducers pursuant to 9 1010.80. the oppUca- 
ble uniform prices to be paid for 
producer milk received at a fluid milk 
plant located nt least 45 miles from the 
City Hall in Wilmington.. Delaware, by 
shortest highway distance, as deter¬ 
mined by the market administrator, 
shall be reduced 20 cents plus one cent 
for each additional 10 miles distance, or 
fraction thereof, which such plant is 
located from the City Hall in Wilming¬ 
ton. 

91010.83 Adjustment of accounts. 
Whenever audit by the market adminis¬ 
trator of any handler's reports; books, 
records, accounts, or veriflcatlon of 
weights and butterfat tests of milk or 
milk products discloses errors, resulting 
in money due a producer or the market 
administrator from such handler, or due 
such handler from Uie market adminis¬ 
trator. the market administrator shall 
notify such handler of any amount so 
due. and payment thereof shall be made 
on or before the next date for making 
payments, as set forth in the provisions 
under which such error occurred. 

11010.84 Kxpensefof administration. 
As his pro rata sliare of the expense of 
administration of this part, each han¬ 
dler shall pay to the market administra¬ 
tor on or before the 15th day after the 
end of the month for such month five 
cents per hundredweight, or such amount 
not exceeding five cents per hundred¬ 
weight as the Secretary may prescribe, 
with respect to all (a) receipts of pro¬ 


ducer milk including such handler's own 
production, and (b) other source milk at 
a fluid milk plant which is classified as 
Class I milk. 

9 1010.85 Termination of obligations. 
The provisions of this section shall apply 
to any obligation under this part for the 
payment of money. 

(a) The obligation of any handler to 
pay money required to be paid under the 
terms of this part shall, except as pro¬ 
vided In paragraphs (b) and (c) of this 
section, terminate two years after the 
last day of the calendar month during 
which the market administrator received 
the liandler's utilization repoit on the 
milk Involved in such obligation, unless 
within such two-year period the market 
administrator notifies the handler in 
writing that such money Is due and pay¬ 
able. Service of such notice shall be 
complete upon mailing to the handler's 
last known address, and it shall contain, 
but need not be limited to. the following 
information: 

(1) The amount of the obligation; 

C2> The month<s> during which the 
milk, with respect to which the obliga¬ 
tion exists, was received or handled; and 

(3) If the obligation Is payable to one 
or more producers or to an association of 
producers, the name of such producer (s) 
or association of producers, or if the ob¬ 
ligation is payable to the market admin¬ 
istrator. the account for which it is to 
be paid. 

(b) If a handler foils or refuses, with 
respect to any obligation under this part, 
to make available to the market admin¬ 
istrator or his representatives all books 
and records required by this part to bo 
made available, the market administra¬ 
tor may. within the two-year period pro¬ 
vided for in paragraph (a) of this sec¬ 
tion, notify the handler in writing of 
such failure or refusaL If the market 
adminisU'ator so notifies a handler, the 
said two-year period with respect to such 
obligation shall not begin to run luiUl 
the first day of the calendar month fol¬ 
lowing Die month during which all such 
books and records pertaining to such 
obligation are made available to the mar¬ 
ket administrator or his representatives, 

(c> Notwithstanding the provisions of 
paragraphs (a) and ib) of this section, a 
handler's obligation under this part to 
pay money shall not be terminated with 
respect to any transaction Involving 
fraud or wilful concealment of a fact, 
material to the obligation, on the part of 
the handler against whom the obligation 
is sought to be Impascd. 

(d) Any obligation on the part of the 
market administrator to pay a handler 
any money which such handler claims to 
be due him under the terms of this part 
shall terminate two years after the end 
of the calendar month during which the 
milk Involved In the claim was received 
If an underpayment is claimed, or two 
years after the end of the calendar month 
during which the payment (including 
deduction or set-off by the market ad¬ 
ministrator) was made by the handler if 
a refund on such payment is claimed, 
unless such handler within the applica¬ 
ble period of time, flies, pursuant to sec¬ 
tion 8o (15) (A) of the act, a petition 
claiming such money. 
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TERMIIfATlON 

11010.90 Effective time. The provi¬ 
sions of this part or any amendment to 
tills part shall become effective at such 
time as the Secretary may declare and 
shall continue In force until suspended 
or terminated pursuant to i 1010.91« 

fi 1010.91 Suspension or termination. 
The Secretary may suspend or terminate 
this part or any provisions of this part 
whenever he finds this part or any pro¬ 
visions of this part obstructs or does not 
tend to effectuate the declared policy of 
the act. This part sliall terminate, in 
any event, whenever the provisions of 
the act authorizing it cease to be in 
effect. 

11010.92 Cofitinuing obHoations. If 
upon the suspension or termination of 
any or all provisions of this part, there 
are any obligations thcretmder, the final 
accrual or ascertainment of which re¬ 
quires further acts by any person (in¬ 
cluding the market administrator), such 
further acts shall be performed notwith¬ 
standing such suspension or termination. 

S 1010.93 Liquidation. Upon the sus¬ 
pension or tennlnallon of the provisions 
of this part, except this section, the mar¬ 
ket administrator, or such liquidating 
agent as the Secretary may designate, 
shall. If so directed by the Secretary, 
liquidate the business of the market ad¬ 
ministrator's office, dispose of all prop¬ 
erty in his possession or control, includ¬ 
ing accounts receivable, and execute and 
deliver all assignment or other instru¬ 
ments necessary or appropriate to ef¬ 
fectuate any such disposition. If a 
liquidating agent is so designated, all 
assets, books, and records of the market 
administrator shall be transferred 
promptly to such liquidating agent If, 
upon such liquidation, the funds on hand 
exceed the amounts required to i>ay out¬ 
standing obligations of the office of the 
market administrator and to pay neces¬ 
sary expenses of liquidating and distri¬ 
bution. such excess shall be distributed 
to contributing handlers and producers 
in an equitable manner. 

lilSCXLLANEOUS PROVlSIOTTS 

fi 1010.100 Agents. The Secretary 
may by designation in writing, name any 
officer or employee of the United States 
to act as his Agent or Representative 
in connection with any of the provisions 
of this part. 

I 1013.101 Separabilitv of provisions. 
If any provision of this part, or its ap¬ 
plication to any person or circumstances 
Is held invalid, the application of such 
provision and of the remaining provi¬ 
sions of tills part, to other persons or 
circumstances shall not be affected 
thereby. 

Issued at Washington, D. C.. this 22d 
day of May 1956, to be effective as fol¬ 
lows: If 1010.1 through 1010.13; 1010.20 
through 1010.22; 1010.30 through 1010.33; 
1010.40 Uirough 1010.46; 1010.60, 1010.61, 
1010.84, 1010.85, 1010.90 through 1010.93, 
1010.100 and 1010.101 shall be effective 
on and after the 1st day of June 1956 
and the entire order tfiS 1010.1 through 


1010.101) Shan be effective on and after 
the 16th day of June 1956. 

[SCALl EAllt li, Butz, 

Assistant Secretary. 

\T. R. Doe. 56-4136; Filed. May 24, 1956; 
8:63 a. m.) 


TITLE 8—ALIENS AND 
NATIONALITY 

Chapter I—Immigration and Natural¬ 
ization Service, Department of' 
Justice 

Past 8—Reopewikc and Rbcoksxderation 
Correction 

In F. R. Doo. 56-4026. appearing at 
page 3333 of the issue for Tuesday, May 
22. 1956, 3.11’% in Item 2 under Part 8. 

should read **§ 8.11”. 


TITLE 14—CIVIL AVIATION 

Chapter II—Civil Aeronautics Admin¬ 
istration, Department of Commerce 

lAmdt. ej 

Part 600 ^Desxgkatiom or Civit 
Airways 

CIVIL AIRWAY alterations 

The civil airway alterations appear¬ 
ing hereinafter have been coordinated 
with the civil operators Involved, the 
Army, the Navy and the Air Force, 
Uirough the Air Coordinating Commit¬ 
tee. Airspace Panel, and are adopted to 
become effective when indicated in order 
to promote safety. Compliance with the 
noUce procedures, and effective date 
provisions of section 4 of the Admin¬ 
istrative Procedure Act would be Im- 
pracUcable and contrary to public inter¬ 
est and therefore is not required. 

Part 600 is amended as follows: 

1. Section 600.263 is amended to read: 

8 600.263 Red civil airway No. €3 
{Bangor. Mich., to Jackson. Aflch.). 
From the intersection of the southwest 
course of the Grand Rapids. Mich., radio 
range and the w’cst course of Uie Battle 
Creek, Mich., radio range via the BatUe 
Creek. Mich., radio range staUon to the 
Jackson. Mich., nondirectional radio 
beacon. 

2. Section 600.603 Blue civil airway 
No. 3 (Miami. Fla., to Sault Ste. Marie. 
Mich.) is amended bctw’een Miami. Fla,, 
and Fort Myers, Fla., to read: -From 
the Miami, Fia.. radio range station via 
the Tomlami. Fla,, nondirccUonl radio 
beacon; Fort Myers. Fla., nondirecUonal 
radio beacon;”. 

3. Section 600Mil VOR efrfi airway 
No. It {Memphis^ Tenn.. to Detroit, 
Mich.) is amended by changing the 
words ’’Indianapolis omnirange 232* 
’True radiais;” to read: "Indianapolis 
omnirange 230* TVue radials;”. 

4. SecUon 600.6012 VOR civil airway 
No. iZ {Santa Barbara. Calif., to Phila^ 
delphia. Pa.) is amended by changing the 
porUon which reads: -Wichita. Kans., 
omnirange staUon, including a north al¬ 


ternate from the Gage omlrange station 
to the Wichita omnirange staUon via the 
intersecUon of the Gage omnlraniie 044* 
'True and the Wichita omnirange 245* 
True radials and also a south alternate 
from the Anthony omnirange station to 
the Wichita omnirange station via the 
intersecUon of the Anthony omnirange 
078* True and the Wichita omnlronite 
194* True radials;” to read; "Wichita, 
Kans., omnirange staUon, including a 
north alternate from the Gage omni¬ 
range StaUon to the Wichita omnirange 
station via the Intersection of the Gage 
omnirange 044* True and the WlchlU 
omnirange 245* ’True radials and also 
a south alternate from the Anthony 
omnirange station to the Wichita 
omnirange staUon via the Intersection 
of the Anthony omnirange 060* True and 
the Wichita omnirange 190* True 
radials;”. 

5. SecUon 600.6014 VOR civil airwaif 

No. 14 (Roswell. N. Mei.. to Botton. 
Mass.) is amended by changing the por¬ 
tion which reads: ”Tulsa, 
omnirange staUon, including a north 
alternate and also a south alternate via 
the IntersecUon of the Oklahoma City 
omnirange 100* True and the ’Tulsa 
omnirange 207* *rrue radials;" to read; 
"Tulsa. Okln.. omnirange station, includ¬ 
ing a north alternate via the intersection 
of the Oklahoma City omnlrang* 040* 
’True and the 'Tulsa omnirange 257* True 
radials, and also a south alternate via 
the Intersection of the Oklahoma City 
omnirange 107* ’True and the Tuha 
omnirange 222* True radials;” and by 
changing the portion which reads; 
"Indianapolis, Ind,. omnirange station, 
Including a south alternate via the Inter¬ 
section of the Terre Haute omnirange 
082* True and the Indianapolis omni¬ 
range 232* *rrue radials;” to read: 
"In^anapolis, Ind„ omnlronge station, 
including a south alternate via the inter¬ 
section of the Terre Haute omnirange 
082* True and the Indianapolis omni¬ 
range 230* ’True radials;”, . ^ ^ 

6. SecUon 600 6015 VOR dvil 

No. 1$ (Galveston. Tex., to Minot, y. 
Dak.) is amended by changing the 
lion which reads: "Ardmore. OkU., 
omnirange staUon. Including a west al¬ 
ternate from the Dallas. Tex., omnirange 
station to the Ardmore. Okla.. 
range station via the intersecUon of iw 
Dallas omnirange 324* True 8 Ik 1 W 
Ardmore omnirange 176* True radiaia 
to the l\iisa, Okla., omnirange siatli^ 
Including an east alternate." to reaa- 
•'Ardmore. Okla.. omnirange 
eluding a west alternate from the 
Tex., omnirange staUon to the Ardmoie, 
Okla.. omnirange staUon via the 1“^' 
section of the DaUas omnirange xev 
True and the Ardmore onmirant’e 
'True radials: to the Tulsa. Okla . oc^- 
range staUon. Including an 
nate and also a west alternate via m 
point of intersection of the 
City. Okla., omnirange 107* Tru54 
the ’Tulsa omnirange 222* True 

7. SecUon 600.6016 VOR civil 
Ho. je <Los Angeles, Calif., to 
Mass.) Is amended by changing **** •*"' 
Uon which reads: -Hassayampa. ato. 
omnirange station;" to read: "Bassay* 
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tmpa, Ariz.. omnirange station. Includ- 
Inc a north alternate via the intersection 
tit the Blythe omnirange 070* True and 
(he Ilaasayainpa omnirange 201* True 
radiate;’*. 

8. Section 600.6020 Vor civil airway 
Xa 20 ^Laredo, Tex,, to Richmond, Va,y, 
is amended by changing the portion 
which reads: **That airspace over United 
States territory from Laredo. Tex., om¬ 
nirange station via the Corpus Clirteti. 
Tex., omnirange station;” to read: **That 
airspace over United States territory 
from the Laredo, Tex., omnirange sta¬ 
tion \la the Alice. Tex., omnirange 
ftetlon: Corpus Chrteti. Tex., omnirange 
station;”. 

9. Section 600.6038 is amended to 
lead; 

1600.6038 VOR civil airway No, 38 
(Chicayo. ill., fo Elkhis, W, Va,). Prom 
the Peotone. lit. omnirange station via 
the Pbrt Wayne. Ind., omnirange station; 
totersecUon of the Port Wayne omni¬ 
range 099* True and the Findlay oronl- 
rance 278* True radlals; Findlay. Ohio, 
omnirange station; Columbus. Ohio, om¬ 
nirange station; Parkersburg. W. Va., 
omnirange station; to the Elkins. W. Va.« 
omnirange station. 

10. Section 600.6050 is amended U> 
read; 

1600.6050 VOR civil airway No, SO 
iKirkJtvUle, Mo,, to Indianapolis, Ind,), 
From the IGrksville, Mo., omnirange sta¬ 
tion via the Quincy. XIU omnirange sta¬ 
tion. Including a south alternate via the 
intersection of the KIrksvUle omnirange 
lai* lYuc and the Quincy omnirange 
256* True radiate; Springfield, 111., om¬ 
nirange station; Terre Haute. Ind., 
omnirange station; to the point of In- 
tmectlon of the Terre Haute om¬ 
nirange 082* True radial and the 
Indianapolis, Ind., Wler Cook Airport 
ILS localizer 225* True course. 

11. Section 600.6068 VOR civU airway 
ffo. 68 * AIbuQuerque, N. Afex.. to Browns^ 
tidt, Tex,) ts amended by changing all 
after the San Angelo. Tbx., omnirange 
lo read: ’’San Angelo. Tex., omnirange 
•tatlon, including a south alternate; 
Janction. Tex., omnirange station. In¬ 
cluding a south alternate via the Inter- 
Bcction of the San Angelo omnirange 
181* True and the Junction omnirange 
210* True radiate; San Antonio. Tex., 
wanirange station: intersection of the 
fian Antonio omnirange 169* True and 
Ibe Corpus Chrteti omnirange 321* True 
^als; Corpus ChrisU. Tex., omnirange 
*teUon; intersection of the Corpus 
ChrisU omnirange ^6* True and the 
^ce. Tex., omnirange 171* True radiate: 
Intersection of the Alice omnirange 171* 

and the Brovrnsvlllc omnirange 339* 
True radiate: to the Brownsville. Tex., 
teanlrange staUon. The portions of this 
JjJnray which conflict with the Corpus 
Hestricted Area <R-227> arc ex¬ 
cluded.” 

12. SecUon 600.6069 Is amended to 
read: 

1600.6069 VOR civil airway No, 69 
inne Bluff, Ark., to Chicago, III,) . Prom 
w Pine aucr. Ark., omnirange station 
Jte the point of Intersection of the Little 
2f*ck. Ark., omnirange 062* True and the 
Memphis, Tenn., omnirange 276* True 


radiate; Walnut Ridge, Ark., omnirange 
StaUon; Farmington, Mo., omnirange 
staUon; intersccUon of the Farmington 
omnirange 351* True and the Troy omni¬ 
range 215* True radiate; Troy. HI., omni¬ 
range station; Springfield. Ill., omni¬ 
range StaUon; Pontiac. HI., omnirange 
StaUon: Joliet. Hi, omnirange station: to 
the Chicago. IlL. Midway Airport termi¬ 
nal omnirange staUon. 

13. SecUon 600 6077 VOR dvR airway 
No. 77 iSan Angelo, Tex., to Des Moines, 
Iowa) is amended by changing all after 
the Ponca City. Okla.. omnirange staUon 
to rend: “Ponca City, Okla., omnirange 
StaUon: intersection of the Ponca City 
omnirange 327* True and the Wichita 
omnirange 226* True radiate; Wichita, 
Kans., omnirange station; Topeka. 
Kans.. omnirange staUon; St. Joseph. 
Mo., omnirange station; Lamoni. Iowa, 
omnirange staUon; to the Des Moines. 
Iowa, omnirange station.” 

14. SecUon 600.6099 is added to read: 

J 600.6099 VOR civil airway No. 99 
(Newport, Or eg., to Vancouver, British 
Columbia), That airspace over United 
States territory from the Newport, Oreg.. 
omnirange staUon via the IntersecUon 
of the Newix)rt omnirange 023* True and 
the Newberg omnirange 251* True rad¬ 
lals: Newberg, Oreg., omnirange staUon; 
Intersection of the Newberg omnirange 
359* True and the Olympia omnirange 
184* True Hidiate; Olympia. Wash., om¬ 
nirange station: point of IntersecUon of 
the Seattle. Wash., omnirange 359* True 
and the Bellingham omnirange 169* 
True radiate; Bellingham, Wash., omni¬ 
range StaUon; to the Vancouver. British 
Columbia, radio range station, exclud¬ 
ing the portion which overlaps the Ft. 
Lewis restricted area. 

15. Section 600.6123 VOR dvR airway 
No. 123 (Newport, Oreg., to Netvberg^ 
Oreg,) is revoked, 

16. SecUon 600.6137 is amended to 
read: 

I 600.6137 VOR dvQ airway No, 137 
(Thermal, Calif,, to Salinas, Calif,) 
From the Thermal. Calif., omnirange 
StaUon via the Palmdale, Calif., omni¬ 
range station: point of IntersecUon of 
the Bakersfield. Calif., omnirange 210* 
True and the Coalinga omnirange 153* 
True radiate; Coalinga, Calif., omnirange 
sUUon; to the Salinas. Calif., omnirange 
StaUon. 

17. SecUon 600.6144 VOR civil airway 
No, 144 (Chicago, III,, to Washington, 
D. C.) Is amended by changing the por- 
Uon which reads; “Fort Wayne, Ind., 
omnirange staUon: Findlay. OMo. omni¬ 
range staUon;” to read: “Fort Wasnae, 
Ind., omnirange station; IntersecUon of 
the Fort Wayne omnirange 099* True 
and the Findlay omnirange 276* True 
radiate; Findlay, Ohio, omnirange sta¬ 
Uon;”. 

18. SecUon 600.6163 te amended to 
read: 

I 600.6163 VOR civil airway No, 163 
(Waco, Tex., to Oklahoma City, Okla.). 
From the Waco, Tex., omnirange staUon 
via the Mineral Wells, Tex,, omnirange 
StaUon; Ardmore. OHa,. omnirange sta¬ 
Uon: IntersecUon of the Ardmore omni¬ 
range 350* True and the Oklahoma City 


omnirange 137* True radiate; to the 
Oklahoma City, Okla., omnirange sta¬ 
Uon. Including an cast alternate from 
the Ardmore omnirange station to the 
Oklahoma City omnirange station via 
the point of IntersecUon of the Oklahoma 
City omnirange 107* True and the Tutea, 
Okla., omnirange 222* True radiate and 
also a west alternate from the Ardmore 
omnirange station to the Oklahoma City 
omnirange staUon via the intersection 
of the Ardmore omnirange 332* True and 
the Oklahoma City omnirange 175* True 
radlals. 

19. SecUon 600.6165 te amended to 
read: 

f 600.6165 VOR dvil airway No. tSS 
(Long Beach, Calif,, to Coalinga, Calif,). 
From the Long Beach. Calif., omnirange 
StaUon via the IntersecUon of the Long 
Beach omnirange 346* True and the 
Palmdale omnirange 200* True radlals; 
Palmdale. Calif., omnirange staUon; 
point of IntersecUon of the Palmdale 
omnirange direct radial to the point of 
intersection of the BakersficUt. Calif., 
omnirange 210* True and the Coalinga, 
Calif., omnirange 153* True radiate with 
the Bakersfield omnirange 149* True 
radiate; Bakersfield. Calif., omnirange 
station; to the Coalinga, Calif., omni¬ 
range StaUon. 

20. SecUon 600.6233 te amended to 
read: 

I 600.6233 VOR dvil airway No, 233 
(Springfield, III., to Moline, lU.) From 
the Springfield, lU.. omnirange via the 
Peoria, Ill., omnirange staUon; Bradford, 
m.. omnirange staUon; to the Moline, 
IlL, omnirange staUon. 

21. SecUon 600.6238 te amended to 
road: 

4 600.6238 VOR datf airway No, 238 
(Philadelphia, Pa., to Atlantic City, 
N, J,) . From the point of Intersection of 
the West Chester, Pa., omnirange 120* 
True radial and the Philadelphia, Pa., 
International Airport ILS localizer 256* 
True course via the Woodstown, N. J., 
omnirange station; to the point of inter¬ 
section of the Woodstown omnirange 
106* True and Coyle, N. J., omnirange 
203* True radiate. 

(Sec. 206. 62 StAt. 984. amended: 49 U. 8. C. 
425. Interpret or apply see. 503, 62 Stat. 9S5. 
as amended; 49 U. 8. C. 463) 

This amendment shall become cffcc- 
Uve 0001, e. s. t., June 28. 1936. 

(sKAil JaiccsT. Pylx. 

Acting Administrator 
of CivU Aeronautics, 

[F, B. Doc. 68-4098; Plied. May 24. 1966; 

8:46 a. m. I 


(Arndt. 8| 

Part 601— Drsxcnation or CoirrmoL 
Areas. Control Zonks, and Reportino 
Points 

alterations 

The control area, control zone and re¬ 
porting point aUerations appearing here¬ 
inafter have been coordinated with the 
civil operators involved, the Army, the 
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Navy and the Air Force, through the Air 
Coordinating Committee. Airspace Pahel, 
and are adopted to become clTecUvo when 
indicated in order to promote safety. 
Compliance with the notice, procedures, 
and effective date provisions of section 4 
of the Administrative Procedure Act 
would be impracticable and contrary to 
public interest and therefore is not re¬ 
quired. 

Part 601 is amended as follows: 

1. Section 601.263 is amended to read: 

$601,263 Red civil ainoatf No. €3 
control areas (Banffor, Mich,, to Jackson, 
Mich,). All of Red civil airway No. 63. 

2. Section 601.1091 Control area er- 
fcTWiar* iDetroit, Mich,} is amended by 
changing the words which read: **on the 
north by Red clvU airway No. 63.** to 
read: *'on the north by VOR civil airway 
No. a4.** 

3. Section 601.1117 Control area extent 
Sion (Orosse He, Mich,) Is amended by 
changing the words which read: '*boiind- 
ed on the northwest by VOR civil airway 
No. 06." to read: **bounded on the west by 
VOR civil airway No, 197." 

4. Section 601.1265 Control area ex¬ 
tension (Golva, N, Dak.) Is revoked. 

5. Section 601.1266 Control area ex* 
tension ilAtchfield, Mich,) Is amended 
by changing the w'ords which read: **on 
the northeast by VOR civil airway No. 
45.*' to read: "on the northeast by VOR 
civil airway No. 47." 

6. Section 601.1334 is amended to 
read: 

1 601.1334 Control area extension 
(Del Rio, Tex,). That airspace over 
United States territory within a 25-miie 
radius of Laughlin Air Force Base, Del 
Rio, Tex. 

7. Section 601.1360 is amended to 
read: 

i 601.1360 Control area extension 
(Abilene, Tex,), That airspace within 
a 3S-milc radius of the Abilene omni¬ 
range station. 

8. Section 601.1361 Control area ex* 
tension (Cotulla, Tex,) is amended by 
adding the following portion to present 
control area extension: "and within 5 
miles either side of the 40* True radial of 
the Cotulla omnirange extending from 
^tiic omnirange station to the perimeter 
of the San Antonio control area exten¬ 
sion.** 

9. Section 601.1984 Five-mile radius 
zones is amended by deleting the follow¬ 
ing airport: 

Alius, OkU.: Altus Air Force Base. 

10. Section 601.2030 is amended to 
read: 

$601.2030 Galveston, Tex,, control 
zone. Within a 5-miic radius of Gal¬ 
veston Airport and within 3 miles either 
side of the northwest and southeast 
courses of the Galveston radio range ex¬ 
tending from Uie 5-mlle radius zone to a 
point 3 miles northwest of the radio 
range station. 

11. Section 601.2380 is added to read: 

4 601.2380 Altus, Okla., control zone. 
Within a 5-mUc radius of Altus Air Force 
Base and within 2 miles either side of 


lines bearing 180* and 360* True extend¬ 
ing from the Air Force Base to points 10 
miles north and south* 

12. Section 601.4227 is amended to 
read: 

$ 601.4227 Red civil alnoay No, 27 
(Atlanta, Ga„ to Detroit, Mich,). Cor¬ 
bin, Ky., VHP VAR radio range stotlon, 

13. S^tion 601.4263 is amended to 
read: 

$ 601.4263 Red civil airway No, 63 
(Banyor, Mich,, to Jackson, Mich,), No 
reporting point designation. 

14. Section 601.6050 is amended to 
read: 

$ 601.6050 VOR civil airway No. 50 
control areas iKirksviUe, Mo,, to In* 
dianapolis, Ind.). All of VOR civil air¬ 
way No. 50, including a south alternate. 

15. Section 601.6069 is amended to 
read: 

$ 601.6069 VOR clvU airway No, €9 
control areas (Pine Bluff, Ark,, to Chi* 
cago. III,), All of VOR civil allway Na 
69. 

16. Section 601.6077 is amended to 
read; 

$601,607 VOR civil airway No. 77 
control areas (San Anyelo, Ttx„ to Des 
Moines, Iowa). All of VOR civil airway 
No. 77 including east altcrn^es. but ex¬ 
cluding the airspace between the main 
airway and its east alternate between the 
San Angelo. Tex., omnirange station and 
the Abilene, Tex., omnirange station. 

17. Section 601.6099 is added to read: 

$ 601.6099 Vor civil airway No, 99 con* 
trol areas (Neteport, Oreo,, to Vancouver, 
B, C ,). All of VOR civil airway No. 99. 

18. Section 601.6123 VOR civil airway 
No. 123 control areas (Newport, Oreg., 
to Newberg, Or eg.) Is revoked 

19. Section 601.6137 is amended to 
read: 

$ 601.6137 VOR civa airway No, 137 
control areas (Thermal, Calif., to Sali¬ 
nas, Calif.), All of VOR civil airway 
No. 137. 

20. Section 601.6163 is amended to 
read: 

$ 601.6163 VOR dvU airway No. 163 
control areas (Waco, Tex., to Oklahoma 
City, Okla.), All of VOR civil airway 
No. 163 including an east alternate and a 
west alternate. 

21. Section 601.6165 is amended to 
read; 

$ 601.6165 VOR cfeii airway No. 265 
control areas (Long Beach, Calif., to 


Coalinga. Calif.). All of VOR civil air¬ 
way No. 165. 

22. Section 601.6233 is amended to 
read: 

$601.6233 VOR civil atrtoay No. 233 
control areas (Springfield, 1U„ to Moline, 
Hi.), Ail of VOR civil airway No. 333. 

23. Section 601.7001 VOR Domestic re* 
porting points is amended by adding the 
following reporting points: 

GreenvUle InterMctlon: The lotcr«ecUoQ 
of the Tallaheeeee. Fla., omnirange OOt* True: 
the Valdoeta, 0*„ oroninuige 3S0* True 
redlAle. and the Croea City. PU., omnirao|t 
833* True radiala. 

Jackaon lotcraectton; The Intersection of 
the Lltchnold. Mich., omnirange 060* True 
and the Salem, Mich., omnirange 257* True 
radiala. 

OIU InteraeoUon: The Intersection of the 
Carleton. Mich., omnirange 100* True and 
the Cleveland, Ohio, omnirange 024* Trot 
radiala. 

Leslie Intereectlon; The Intersection of tb# 
Lanaing. Mich,, omnirange 148* True and the 
Salem, Mloh.. omnirange 373* True radlals. 

and by changing the following reportiog 
points to read: 

Radnor Intersection: The intersection of 
the Lafayette. Ind.. omnirange 069* True and 
the Indianapolis, Ind., omnirange 841* True 
radiala. 

(See. 305, 63 8tat. 084. aa amanded: 49 
U. S. C. 436, Interpret or apply aec. 801, 52 
&tat. 1107, aa amended; 49 U, 8. C. 551) 

This amendment shall become elite* 
live 0001, c. 8. t., June 28. 1956: 

fSKALl James T. Pyli. 

Acting Administrator 
of Civil Aeronautics, 

|P. R. Doc. 56-4090; Piled. May 34. 1956; 

8;45 a. m] 


[Arndt. 164) 

Part 608— Restricted Areas 

ALTERATIONS 

The restricted area alterations appea^ 
Ing hereinafter have been coordinated 
with the civil operators involved, the 
Army, the Navy and the Air FV)r«» 
through the Air Coordinating 
tec, Airspace Panel, and are adopted to 
become effective when indicated in or^ 
to promote safety of the flying? publ^ 
Since a military function of the UniW 
States is Involved, compliance with the 
notice, procedure, and effective date, 
provisions of. section 4 of the Adminis¬ 
trative Procedure Act is not required. 

Port 608 is amended as follows: 

1. In $ 608.12, a Glia Bend, ArliWW. 
area No. 2 (R-501). Is added U> read: 
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3. 1 e08.30. 

a Sturgeon Bay. Michigan. 

area <R-502) Is added to read: 

Sttet Amt )o<at|no 
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3. In { 608.30. the Lower Lake Huron, 
imbUshed on July 16.1949. In 14 P. R. 4287, 

MiclUgan, area (11-60 formerly D-60), 
Is redesignated as follows: 
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4. In 4 608.30. the Lower Lake Huron, MichtKan. area cR-59 formerly D-59), 
published on July 16. 1949. in 14 F. R. 4287. is rescinded. 

5. In I 608.39, the Melrose. New Mexico, area (R-185). amended on May 11. 1955, 
In 30 F. R. 3187, is further amended by chanaina the ^^Description by Geographical 
Coordinates** column to read: ‘‘Beginning at latitude 34^28*00", longitude 103*43' 
15"; thence to latitude 34*25'25". longitude 103"40'00"; thence 4o latitude 34*10' 
00". longitude 103*40'00"; thence to latitude 34'*10'00". longitude 103*65'00"; 
thence to latitude 34*28*00". longitude 103*55*00"; Uicnce to point of beginning. 
(Sec. 305. 63 SUt. 984. fu amended; 49 U. 8. C. 425. Interpret or apply sec. 001. 63 SUL 
1007. SB amended; 49 U. 8. C. 561) 

This amendment shall become effective on June 14. 1956. 

IsiAL] JAMts T. Pyle. 

Actinff Administrator of Civil Aeronautics, 

(F. R. Doc. 56-4100; Filed. May 24. 1956; 8:45 a. m l 


fAmdt. 1651 

Part 608— Restricted Areas 

ALTERATION 

The restricted area alteration appearing hereinafter has been coordinated with 
the civil operators involved, the Army, the Navy, and the Air Force, through the 
Air Coordinating Committee. Airspace Panel and is adopted to become effective 
when indicated In order to promote safety of the flying public. Since a military 
function of the United States is Involved, compliance with the notice, procedure and 
eHective date provisions of section 4 of the Administrative Procedure Act is not 
required. 

Part 608 is amended as follows: 


1. In 1608.58. a Guernsey. Wyoming, Temporary Area is added to read: 
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(See 306. 53 8Ut. 984. as amended; 49 U. S. C. 435. Interprets or applies see. 601. 53 SUt. 
1607. •• lunended; 49 U. 8. C. 561) 


This amendment shall become effective on June 12. 1956. 

1*eal) James T. Pyle. 

Actina Administrator of Civil Aeronautics, 
(F. R. Doc. 66-4101; Filed. May 34. 1956; 8:45 a. m.| 
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TITLE 21—FOOD AND DRUGS 

Chapter I—Food end Drug Admin¬ 
istration, Department of Health, 
Education, and Welfare 
Part 146— General Recolations for the 

CERTIFICATION OF ANTIBIOTIC AND ANII- 
MOTXC-CONTAININC DRUGS 

Part l46af-CERTiFicATioN of Penicillin 
AND Penicillin-Containing Drugs 

Part 1481>—Certification of Streptomy¬ 
cin (OR DniYDR08TREPTOMYClN> AND 
StREFTOMYCXN- (or DiHYDROSTREI'TO- 
MYcm-) Containing Drugs 

Part 146c— Certification of Chlortet- 

RACYCLINB (OR TETRACYCLINE! AND 
CKLORTETRACYCLXNE- (OR 'Fetracy- 

cLtNE-) Containing Drugs 

Part 146e—C ertification of Bacitracin 
AND Bacitracin-Containing Drugs 

MISCELLANEOUS AMENDMENTS 

By virtue of the authority vested in 
the Secretary of Health. Education, and 
Welfare by the Federal Food. Drug, and 
Cosmetic Act (sec. 507. 59 Stat. 463. as 
amended by 61 Stat. 11. 63 SUt. 409. 67 
SUt. 389; sec. 701. 52 SUt. 1055; 21 
U. S. C. 357, 371) and delegated to the 
Commissioner of Food and Drugs by the 
Secretary (20 F. R. 1996). the regula¬ 
tions for certification of antibiotic and 
antibiotic-conUlning drugs (21 CFR 
1955 Edition. ParU 146, 146a. 146b. 146c. 
146e; 21 P. H. 609. 2788) are amended 
as indicated below. 

1. Section 146.26 Animal feed con- 
tainino penicillin • * * is amended in 
the following respects: 

a. Paragraph (b) (3> (iii) is deleted. 

b. Paragraph (b) is amended by 
changing subparagraphs (15), (16). and 
(17) to read as follows: 

(15) It is intended for use solely as 
an aid in the prevention or treatment 
or to lessen the morbidity in poultry in 
outbreaks of fowl typhoid, pullorum, the 
paratyphoids. Infectious arthritis due to 
a filterable agent, hlstomonlasis (black¬ 
head), and hexamitiasis: its labeling 
bears adequate directions and warnings 
for such use; and it conUlns the follow¬ 
ing quantities of furazolidone, by weight 
of feed, for the conditions indicated: 

(I) For the prevention of fowl typhoid, 
pullorum, and the paratyphoids in birds 
older than 2 weeks: 0.0055 percent. 

(II) For the prevention of the diseases 
listed In subdivision (i) of this sub- 
paragraph in birds younger than 2 weeks, 
and for the treatment of these same con¬ 
ditions In birds regardless of age: 0.011 
percent. 

(ill) For the prevention of hlstomoni- 
asis (blackhead) and Infectious arthritis 
due to a filterable agent, and for the pre¬ 
vention and treatment of hexamitiasis: ^ 
0.011 percent. 

(Iv) For the treatment of hlstomoni- 
asis (blackhead), and to lessen the mor¬ 
bidity in outbreaks of infectious arth¬ 
ritis due to a filterable agent: 0.022 
percent. 
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(16) (I> It is lntcn<5(>d for U5« solely 
In the prevention of chronic respiratory 
disease (air-sao infection); its labeling 
bears adequate directions and warnings 
for such use: and it contains not less than 
M grams of chlortetracycllnc or oxy- 
tetracycllnc or a combination of these 
two drugs per ton of feed. When in¬ 
tended for such use. it may also contain 
the equivalent of not less than 50 grams 
of bacitracin per ton of feed. 

(ii) It is also intended for the preven¬ 
tion or treatment of the diseases ol 
poultry specified in subparagraph (15) 
of this paragraph; It conUlns one of the 
ingredients in the amount and under the 
conditions set forth in subdivision (i) of 
this subparagraph; and it contains fura¬ 
zolidone in the amount specified in sub- 
paragraph (15) of this paragraph, 

(17) (1) It Is Intended for use solely 
as an aid In the treatment of chronic 
respiratory disease (air-sac infection). 
Infectious sinusitis, blue comb < nonspe¬ 
cific infectious enteritis* mud fever) In 
poultry; its labeling bears adequate di¬ 
rections and warnings for such use; and 
It contains not less than 100 grams of 
chlortetracycllne or oxytetracycline or a 
combination of these two drugs per ton 
of feed. When Intended for such use, 
it may also contain the equivalent of not 
less than 100 grams of bacitracin per ton 
of feed, 

(ii) It Is also intended for the pre¬ 
vention or treatment of the diseases of 
poultry specified in subparagraph (15) 
of this paragraph; it contains one of the 
ingredients in the amount and under the 
conditions set forth in subdivision (i) 
of this Bubporagraph; and It contains 
furazolidone in the amount specified in 
subparagraph (15) of thU paragraph. 

2. In S146a.lll Procaine penlciWin- 
neomvcin-polutnyxin ointment • • 
paragraph (b) ^2) Is amended by chang¬ 
ing the parenthetical phrase “(for po¬ 
tency apd toxicity)** to read **<for po¬ 
tency, toxicity, moisture, and pH)** and 
by changing the parenthetical phrase 
••(for potency, toxicity, moisture, and 
pH)** to read -(for potency and tox¬ 
icity).** 

3. In I HSb.lOl Streptomycin sid- 
/afc. • • •, paragraph (c> <l) (ill) is 
amended by changing the colon after 
the word “certified** to a comma and 
idding the following new clause: ‘•ex¬ 
cept that the blank may be filled In with 
the date that is 60 months after the 
month during which the batch a’as cer¬ 
tified if the person who requests certifi¬ 
cation has submitted to the Commis¬ 
sioner results of tests and assays 
showing that after having been stored 
for such period of time such drug as 
prepared by him complies with the 
standards prescribed by poragraph (a) 
of this section;**. 

4. In 9 146b.l24 Streptomycin-poly^ 
myxin-ncomycin ointment • • •, para¬ 
graph (c) (V) is amended by changing 
the words **12 months** to read **18 
months*’. 

6. In i 146C.206 CMortetracycJine oph¬ 
thalmic • • •, paragraph (a) Standards 
of identity * * * is amended by changing 
the words “2 days'* to read **7 days’* and 
by changing “pH 8.2, ±0,2*’ to read “pH 
7.9, ±02**. 
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6. In 9146C.219 Crude chlortetra- 

eycline oral veterinary, paragraph (a) 
Standards of identity • • • is 

amended by changing the words **10 
grams** to read “2 grams**. 

7, In 9 146e.403 Bacitracin tablets 

• • •. paragraph <c> <l) (Ul> Is 

amended by changing the words “24 
months” to read “24 months or 36 
months”. 

Notice and public procedure are not 
necessary to Uie promulgation of this 
order, and I so find, since it was drawn 
in collaboration with interested members 
of the afTccled industry* since it relaxes 
existing requirements, and since It would 
be against public Interest to delay pro¬ 
viding for Uie amendments set forth 
above. 

I further find that animal feeds con¬ 
taining antibiotic drugs need not com¬ 
ply with the requirements of sections 
502 (1) and 507 of the Federal Food, 
Drug, and Cosmetic Act in order to in¬ 
sure their safety and elBcacy. provided 
they are used in the amounts and for 
the purposes specified in these amend¬ 
ments. 

Effective date. This order shall be¬ 
come effective upon publication in the 
FEosgAi. Rccisrca. since both the public 
and the affected industry will benefit by 
the earliest effective date, and I so find. 

(8«e. 701. 52 SUt. 1055: 21 U. 8. C. 871. In¬ 
terpret or Apply, sec. 607, 59 463, M 

amended: 21 U. 5. C. 357) 

Dated: May 18, 1956. 

IssALl John L. Harvit, 

Deputy Commissioner 
of Food and Drugs, 

|P. R. Doc. 66-4109: Piled, May 24, 1956; 

8:47 A. m.] 


TITLE 22—FOREIGN RELATIONS 

Chapter I—Department of State 
IDept. Reg. 108.288] 

Part 75—Unttid States MuNtnoNS List: 
Enumeration or Arms. Ammunition, 
AND Implements op War, lNCt,UDiNO 
*rEcnNicAL Data Relatino Thereto; 
and Regulations Governing Same 

miscellaneous amendments 

The regulations of the Secretary of 
State, issued August 26. 1955, are 
amended as follows: 

1. Section 76.28 Is amended to read as 
follows: 

9 75.28 Maintenance of records by 
persons required to register as manufac¬ 
turers, importers or exporters of United 
States Munitions List articles, (a) Per¬ 
sons required to register shall maintain, 
subject to the Inspection of the Secretary 
of State or any person designated by 
him. recoixls for a period of six years 
on the importation and exportation of 
articles enumerated in the United States 
Munitions List. The Secretary may pre¬ 
scribe a longer or shorter period in indi¬ 
vidual cases, as he deems necessary. 
Records of imports shall contain infor¬ 
mation on the consignor and the country 
of origin. Records of exports shall con¬ 
tain information as to the source of 
supply, consignee, purchaser, and the 


initial and ultimate destination of tbe 
shipments. Retention records for both 
Import and export shipments shall, in 
addition. Include statistics on quantities 
shipped and the estimated values there¬ 
of. 

(b) Special agents of the Department 
of State and United States Customs 
agents are hereby designated as the 
representatives of the Secretar^^ of SUte 
for the purpose of this section. 

2. Section 75.49 is amended to read as 
follows: 

9 75.49 Licenses filed with coUectort 
of customs, (a) Export or import 
licenses shall be filed prior to. exporta¬ 
tion or importation with the collector 
of customs at the port through which 
the shipment authorized is being made. 
Shippers* export declarations (United 
States Department of Commerce Form 
7525-V) mast also be filed with and 
authenticated by the collector before the 
commodities are exported or imported. 
(See also 9 75.51.) 

(b) PhotosUtlc copies of Ucenfos Shan 
not be made unless this is specifically 
authorized on the face of the license or 
otherwise authorized by the Department 
of State. 

3. Section 75.51 is. amended to read as 
follows: 

9 75.51 Shipment by mail. Export 
licenses for articles which are beins 
transported by mail shall be filed with 
the postmaster at the post office where 
the article is mailed. Import license! 
shall be filed with the collector of custom! 
at the porty of entry. (Sec also 9 75.49J 

4. Paragraph (a) of 9 75.62 is amended 
to read: 

(a) The provlslona of this part shafi 
be considered as binding in additioD to 
and not In lieu of those established under 
the provistons of the National Firearm! 
Act. approved by the President June 26, 
1934, as amended, now known as ch. 53. 
Internal Revenue Code of 1954 ^26 
U. 8. C. 5801^862); under the provlslona 
of the Federal Fireaims Act. approved by 
the President June 30. 1938 <52 Slat 
1250; 15 U. S. C. secUons 901-909). as 
amended March 10, 1947 (61 Stat. ID# 
August 6. 1939 <53 SUt. 1222 >. and Ptb- 
ruary 7.1950 ( 64 Stat 3): and under the 
provisions of the Federal Ebn;>lo.slves Act 
approved by the President October 6. 
1917 (40 SUt 385; 50 U. S. C. ch. 8). W 
amended December 26,1941 (55 Slat. 863; 
50 U. S. C.ch.8). 

6. SecUon 75.53 Is amended to read as 
follows: 

9 75.53 Foreiffn trade zones. ^ 
the purpose of this part, the foreign 
trade zones of the United States ^ 
considered as an integral part of tne 
United SUtes. Accordingly. 
who intend to ship articles into 
trade zones of the United States 
llahed pursuant to 19 U. S. C. Blc. suw* 
5) ^all submit an appUcaUon for 
port license described in 9 75,40 and ^ 
tain a license prior to the entry of 
articles. Persons who Intend to 
such articles from foreign trade wn 
to foreign destinations shall submit 
application for export license, as 
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leribed In i 75.40. nnd obtain a license 
prior to shipment. The provisions of 
f 75,43 uith respect to Intranslt licenses 
are applicable to intranslt shipments 
through a foreign trade zone. 

6. Section 75.70 Is amended to read 
as follows: 

i 75.70 ■ Shipment by or to the United 
Slates Government. The exportation or 
importation of arms, ammunition, and 
implements of war by the United States 
Government is not subject to the pro* 
visions of section 414 of the Mutual 
Security Act. A license to import and 
export such articles Is not required, 
therefore, when the United States Gov¬ 
ernment or an agency thereof is the 
consignor or consignee unless a private 
individual or firm is Involved in the 
shipping procedures. 

7. Section 75.72 Is amended by the ad¬ 
dition of paragraph (d) as follows: 

(d) The provisions of paragraph fa) 
of this section do not apply to shipments 
of arms, ammunition, and implements 
of war which were imported into Canada 
from a third country within one year. 

8. Section 75.73 Cathode ray tubes 
beirtff shipped with radar. Is renumbered 
U I 75.84. 

8. The new S 75.73 reads as follows: 

175.73 Certain helium gas exports 
/Of medical purposes. Collectors of cus¬ 
toms are authorized to permit shipments 
of miniature cylinders containing helium 
ras in fractional cubic foot quantities 
mixed with other gases without requiring 
the presentation of an Individual export 
or import license provided: 

<a) The ultimate destination Is not a 
country named In i 75.83: 

The company has arranged with 
the Dep.'irtment of State to furnish It 
with periodic reports of such shipments: 

ic) The shipment to any consignee 
does not exceed ten cubic feet of “con¬ 
tained helium**, as defined in f 76.4: 

<d^ The gas is being exported for 
medical use. 

10. Paragraph (d) of I 75.74 Is amend¬ 
ed to read as follows: 

'd» When an affidavit is required. It 
must be submitted In the following form; 

AmoAViT br TcMrosASY SojoumK 
COUWTT orl 
OiATt or 

undrrrtgned. being duly iworo. »ayi 
he la the (owner) (operator) of an 
Identined aa a 

wuvg marklnga ..; that it U 

o^arting from the United States on a tem- 
lojoum abroad not to exceed six (6) 
that he la the bolder of CAA letter 

^^gUtratlon for thla aircraft dated_; 

the atrcraft*a ultimate destination out- 

the United SUtes U ..; 

it will reenter the United States through 

port of__on or 

.; that he will not dla- 

uf the aircraft. lU parte, componenu. or 
■5j^**'i** in any foreign country nor per- 
wii ^ in mllUary acUvlUct: that It 
^ be operated by a United States Uoenaed 
^^(«oept in demonstration flights) while 
that he wlU not change Its United 
®J^/«gistraUon while abroad: that If the 
or any of lU paru U to be sold or 
of In a foreign country. It will be 
“*m«UUuiy returned to the United SUtea 


and an export Ucenae obtained: that he wUI 
not transport in such aircraft arms.'ammu¬ 
nition. or impleroente of war enumerated in 
the United States Munitions List unless au¬ 
thorized by the Secretary of StaUt; b^d that 
the purpose of the temporary sojourn abroad 
is as follows: 


This statement la given to United States 
Customs authority at or 

the Secretary of State pursuant to regula¬ 
tions of the Secretary of State. Title 22. Code 
of Federal Regulations. Section 75.74. In 
support of claim (or exemption from the 
Department of State requirements relating 
to Ucenaea to export aircraft enumerated in 
the Untied States Munitions List. 

Signed ___ 

(Owner-operator) 

Address 


Subscribed and sworn to befors me at 

....... ..... this ...__ day of 

.. 1 ®_* 


(Signature and title of 
officer) 

11. Section 75.76 is amended by the 
addition of paragraph (c) as follows: 

(c) Under the provisions of this sec¬ 
tion. collectors of customs also may per¬ 
mit aircraft of a country contiguous to 
the United States to transit the United 
States for a temporary sojourn in an¬ 
other country contiguous to the United 
States not to exceed six (6) months* 
duration* 

12. Section 75.77 is amended to read as 
follows: 

4 75.77 Articles returned to the 
United States for repair or overhaul and 
re-export. Collectors of customs are au¬ 
thorized to permit arms, ammunition, 
and implements of war which have been 
legally exported from the United States 
and which arc returned to the United 
States w'om or damaged for repair and 
re-export to the country of origin to 
enter the United States without requir¬ 
ing the presentation of an Import license 
(.subject to the provisions of 4 75.83). 
An individual export license, however. Is 
required before such articles may be re¬ 
exported. 

13. Section 75.78 is amended to read 
as follows: 

4 75.78 Anligue arms and implements 
of war. Collectors of customs are au¬ 
thorized on presentation of satisfactory 
evidence to permit antique arms and im¬ 
plements of war, components, parts, ac¬ 
cessories and attachments therefor, des¬ 
ignated in the United States Munitions 
List, which are more than one hundred 
years old to enter the United States or 
to depart therefrom without i-equiring 
the presentation of a license (subject to 
the provisions of 4 75.83). 

14. Section 75.79 is amended to read 
as follows: 

4 75.79 Arms carried on person or in 
baggage. Collectors of customs are au¬ 
thorize to permit rifles, carbines, re¬ 
volvers, or pistols, and ammunition 
therefor, to enter the United States or 
depart therefrom without requiring the 
presentation of a license ^subject to the 
provisions of 4 75.83) when these ar¬ 
ticles enter or leave the United States 
on the person of an individual or in his 


baggage, and are intended exclusively 
for the personal use of that individual 
for sporting or scientific purposes or for 
personal protection. No more than 
three arms and no more than five hun¬ 
dred cartridges shall In any case be car¬ 
ried from or into the United States by 
an individual under the provisions of this 
section. 

15. Section 75.80 is amended to read as 
follows: 

4 75.80 Ammunition for personal use 
of consignee. Licenses will not be re¬ 
quired for the exportation or Importa¬ 
tion of ammunition for rifles, carbines, 
revolvers, or pUtols. provided the quan¬ 
tity does not exceed five hundred rounds 
in any shipment and the ammunition is 
for the personal use of the consignee 
and not for resale (subject to the provi¬ 
sions of 4 75.83). A license is required, 
however, for the exportation of such am¬ 
munition to Bahrein. Kuwait. Qatar, the 
Trucial States, and Muscat-and-OmiUL 

16. Paragraphs (b) and (c) of 4 75.83 
are amended to read as follows: 

(b) Collectors of customs are author¬ 
ized to permit rifles, carbines, revolvers, 
pistols, and parts of such weapons to 
leave the United States without a li¬ 
cense. provided they are consigned to 
servicemen's clubs overseas or to indi¬ 
vidual members of the Armed FV^rces of 
the United States, accompanied by a 
written authorization from the com¬ 
manding ofDcer and the parcel Is plainly 
marked as to content. 

(c) •ollectors of customs are author¬ 
ized to permit parts, components, and 
accessories of rifles, carbines, pistols, and 
revolvers to enter or leave the United 
States without a licen.se when the ship¬ 
ment does not exceed 325 In value. Is 
consigned to individual members of the 
Armed Forces of the United States, is 
for tlie conslgnee*s own use and not for 
resale, and the parcel is plainly marked 
as to content, 

17. Section 75.81 Is renumbered 4 75.83 
and U amended to read as follows: 

4 75.83 Shipments to or from certain 
countries. The exemptions provided by 
44 75.73. 75.74. 75.76, 75,77. 75.78. 75.79, 
and 75.80 do not apply to shipments 
destined for or originating in the Soviet 
Union. Soviet bloc countries, Communist 
China. North Korea, and that part of 
Vlct-Nam which lies north of Uic 17th 
parallel and any of the territories of 
free Vict-Nam or Laos which ore under 
de facto control of the Communists, or 
any other area that may come under 
Communist control. 

18. Section 75.84 is amended to read as 
follows: 

4 75.84 Cathode ray tubes being 
shipped with radar. Applications for 
license to ship radar equipment may in¬ 
clude cathode ray tubes installed in or 
Intended for use in such equipment, pro¬ 
vided the tubes are being shipped wiUi 
such equipment (If shipped separately, 
information concerning licensing re¬ 
quirements for cathode ray tubes should 
be obtained from the Bureau of Foreign 
Commerce, Department of Commerce.) 
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RULSS AND REGULATIONS 


19. Section 75.110 is amended to read 
as follows: 

(75.110 Exportation of technical 
data, (a) A license issued by the Sec¬ 
retary of State is required in all cases 
for the export of unclassified technical 
data to any of the destinations referred 
to in ( 75.140 (f). (See also I 76.2.) 

(b) A license is also required for the 
export of such data to all other desti¬ 
nations except when otherwise exempted 
by 11 75.111 to 75.160 or when it is in 
published form and is (1> sold at news¬ 
stands or bookstores; (2) available by 
subscription or purchase to any indi¬ 
vidual without restriction; (3) granted 
second class mailing privilege by the 
United States Government; or (4) freely 
available at public libraries. 

(c> When classified technical data Is 
Involved* except for releases of classified 
military information made directly to a 
foreign government by the Department 
of Defense or one of its agencies, special 
clearance from the Department of State 
Ls required in each case. Pull details 
should be submitted to the Department 

letter, accompanied by any additional 
documents that might assist in the con¬ 
sideration of the proposaL All docu¬ 
ments should be submitted in quadru¬ 
plicate. If tlie subject matter is dis¬ 
closed in a patent application subject to 
a secrecy order Issued by the Patent Of- 
flOfe under 35 U. S. C. 181. the letter to 
the Department should state this fact 
and identify the patent application. 

20. Section 75.111 is amended to read 

as follows; • 

(75.111 Shipment by the United 
States Government. The exportation 
by the United States Government of 
technical data relating to arms, am¬ 
munition. and implements of war is not 
subject to the provisions of section 414 
of Uic Mutual Security Act. A license 
to export documents and information of 
this kind* therefore, is not required when 
the United States Government or an 
agency thereof is the consignor unless a 
private Individual or firm is involved in 
the shipping or mailing procedures, 

21. Section 75.114 is amended to read 
as follows: 

( 75.114 Exportation of technical 
data with patent applications. The ex¬ 
portation of technical data relating to 
arms, ammunition, and implements of 
war with any patent application for for¬ 
eign patents is subject to the jurisdic¬ 
tion of the Secretary of State. A 
Department of State export license is 
required for the exportation of unclas- 
idficd technical data included as part of 
or with an application for a foreign 
patent unless the exporter has a cur¬ 
rently valid United States Patent Office 
license for foreign filing. The Patent 
Office may issue such a license prior to 
the expiration of six months following 
the filing of an application for patent in 
the United States. If the subject mat¬ 
ter is covered by a secrecy order, the pro¬ 
visions of ( 75.110 <c) are applicable. 

22. Paragraph (f) of 175.140 la 
amended to read as follows: 

<f) Under any of the above exemp¬ 
tions. the exporter must also certify 


that the technical data Is not intended 
for the Soviet Union. Soviet bloc coun¬ 
tries. Communist China. North Korea, 
and that part of Vict-Nam which lies 
north of the 17th parallel and any of the 
territories of free Vlet-Nam or Laos 
which arc under de facto control of the 
Communists, or any other area that may 
come under Communist controL 

23. Section 75.180 is amended to read 
as follows: 

(75.180 Violations in general. It 
shall be unlawful for any person to ex¬ 
port or attempt to export from the 
United States any of those articles des¬ 
ignated by the United States Munitions 
list or regulations as arms, ammunition, 
and Implements of war or to import or 
attempt to import such articles into the 
United States without first having ob¬ 
tained a license therefor unless an ex¬ 
emption from this requirement is 
authorized by this part. 

(See. 414. 68 8Ut. 848: 22 V. S. C. 1934. 8cc. 
103. K O. 10578. 10 P. R. 7251, 3 CFR. 1054 
8upp.) 

Dated: May 15. 1956. 

For the Secretary of State. 

Scott McLeod. 

Administrator. 
Bureau of Securitp 
and Consular Affairs. 

IP. R, Doc. 56-4107; Piled, May 24. 1056; 

8:47 A. m.] 


title 24—housing AND 
HOUSING CREDIT 

Chapter II — Federal Housing Ad¬ 
ministration, Housing and Home 
Finance Agency 

$ub<l«opt«r C—Mvluol Mertgog* Irnwranca or>d 
S«rvk«m«n'ft Mortgog* lmuron<« 

Part 221— Mutual Mortgage Insurance; 
Elicirility Requirements or Mort¬ 
gage Covering One- to Pour-Family 
Dwellings 

ELIGIBILITY OP MISCELLAKEOU8 TYPE 
MORTGAGES 

In ( 221.42 (b) the introductory text 
Is amended to read as follows: 

( 221.42 Eligibility of miscellaneous 
type mortgages. • • • 

(b) A mortgage may be In an amoimt 
not exceeding 90 percent (88 percent in 
the case of a mortgage insured pursuant 
to an application received by the Com¬ 
missioner on or after July 30. 1955. ex¬ 
cept in the case of a loan Insured pur¬ 
suant to the provisions of subparagraph 
(4) of this paragraph or paragraph (f> 
of this section) of the apprai^ value 
of the mortgaged property as of the 
date the mortgage is accepted for insur¬ 
ance IX: 


(Sec. 211. 52 StBt. 23; 12 U. 8. C. 1716b) 

Issued at Washington, D. C., May 18, 
1956. 

Norman P. Mason. 

Federal Housing Commipsioner. 

IP. R. Doc. 56-4108; Piled. Mfty 24. 1056; 
8:47 A. m.j 


TITLE 26—INTERNAL REVENUE, 
1954 


Chapter I—Internal Revenue Service, 
Department of the* Treasury 

SvbchopUr A'^rKom* To* 

IT. D. 6175) 

Part 1 —^Ikcome^ Tax; Taxable Years 
Begutnino Atter December 31. 1953 


partners and PARTNERSJ$irs 


On August 12.1955. notice of proposed 
rulemaking regarding the regulationi 
under subchapter K of chapter 1 of the 
Internal Revenue Code of 1954 (Publie 
Law 591. 83d Congress) approved August 
16, 1D54, was published in the Pedoal 
Register <20 F. R. 5854). After consid- 
eration of such relevant suggestions as 
were presented by interested persons re¬ 
garding the proposals, the following 
regulations are hereby adopted: 


Sec. 

1.701 

1.701- 1 

1.702 

1.702- 1 

1.702- 2 

1.703 

1.70S-1 

1.704 

1.704- 1 

1.705 

1.705- 1 

1.706 

1.706- 1 

1.707 

1.707- 1 

1.708 

1 708-1 
1.721 


1.721- 1 

1.722 

1.722- 1 

1.723 

1.723- 1 
1.781 


1.731- 1 

1.732 

1.732- 1 

1.732- 2 

1.733 

1.733- 1 

1.734 

1-734-1 


Statutory provUioni; pArtnerf, cot 
pfirtriershlp, subject to tax. 

Partner*, not partnerahip. subject 
to lax. 

Statutory prortidoni: iDCome and 
crediu of partner. 

Income and credits of partner. 

Net operating leas deduciloa of 
partner. 

Statutory provisions: partnenhip 
oomputaUona. 

Partnership computatlotu. 

Statutory proviaions: paruicr's dis¬ 
tributive share. 

Partner** distributive shsre. 

Statutory provisions: deternilnsUiO!i 
of basis of partner** interest. 

Determination oX basis ol pannsrV 
intereat. 

Statutory provisions; taxabls yean 
of partner and partnerdiip. 

Taxable years of partner and part* 
nemhlp. 

Statutory provisions: trsnssetion* 
between partner and partnership. 

TranaacUons between partner and 
partnership. 

Statutory provisions; continualloo 
of partnership. 

Continuation of partnership. 

Statutory provisions: nonrecognl* 
tlon of gain or loss on contribu¬ 
tion. 

Nourecognitlon of gain or loss on 
contribution. 

Statutory provlslona: basis of con¬ 
tributing partner*! interest. 

Basis of contributing partner*! in* 
terest. 

Statutory provisions; basis of prop* 
erty contributed to partnership. 

Basis of property oontiibutsd to 
partnership. 

Statutory provisions: extent of 
ognltion of gain or loss on dis¬ 
tribution. 

Xxtent dr recognition of gain or um 
on distribution. 

Sututory provlslona: basis of w 
utbuud property other tnsn 
money. ^ 

BasU of dUlrlbuted property other 
than monev. 

Special partnership basis of dis¬ 
tributed property. . 

Statut 43 ry provisions: basis of du* 
tributee partner's Interest. 

BaaU of distributee pATtnerh in**^ 


est. ^A- 

Statutory prorrlslons: 
justment to basis of undlswin- 
uted partnership property- 
Optional adjustment to basis or u 
dUtrlbuted partnership prepa'J* 
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1 734- 2 AdjunUnent after dlBiiibution to 

tranmferce partner. 

1.335 Suiiutory provUlons; character of 
gain or loss on dUpoeiilon of dU« 
tributed proporty. 

1.735-1 Chjdmcter of gain or loct on dUpoel- 
Uon of distributed property. 
t.Tld Statutory provlalona; paymcnu to a 
retiring partner or a deceased 
partner's successor in Interest. 

1735- 1 rayments to a retiring partner or a 

deceased partner's successor In 
Interest. 

1.741 Statutory prorlslons: recognition 
and character of gain or loaa on 
sale or exchange. 

174l'l Uccognltlon and character of gain 
or loaa on sale or exchange. 

L742 Statutory prorUUma: haala of trana* 
feree partiwls Interest. 

1742- 1 Baals of tranaferce partner's Inter¬ 

est. 

1743 Statutory provlslona; optional ad¬ 
justment to basis of parintrihlp 
property. 

1743- 1 Optional adjustment to bails of 

porinersblp property. 

1.731 Statutory proyislons; unrealised re¬ 

ceivables and Ineentory Items. 

1.751-t Unreaheed receivables and Inven¬ 
tory Items. 

1.732 Statutory ijrotislons: treatment of 

certain liabilities. 

1.733-1 Treatment of certain llabUlties. 

1.753 statutory provisions: partner re¬ 

ceiving lucoime in respect of de¬ 
cedent. 

1753-1 Partner receiving income In respect 
of decedent. 

1.744 Statutory provisions: manner of 

etectlng optional adjustment to 
basis <5 partnership property. 
1734-1 Time and manner of making elec¬ 
tion to adjust basis of partner- 
•hip property. 

>735 sutuusT proYlsSons; rules for al¬ 
location of basis. 

1784-1 Rules for sUocaflon of basis. 

1.751 Statutory provlsioos; terms deftned. 
1751-1 Terms dettned. 

1-771 Statutory provisions: effective date. 
1771-1 Effective date. 

ApTiioarrr: |f i.TOl to 1.771-1 itaued 
JMtr see. 7805. 68A SUt. 817; 28 U 8. C. 
2J5, Interpret or apply secs. 701-708. 721- 
p, 731-756. 741-743. 751-755. 761. 771. 68A 
jut 232-254: 26 U. 8, C, 701-706, 721-723. 
^1-738.741-743. 751-755.761.771. 

Pa*tnxr8 and Partnerships 

85TERMI.VATTON OP TAX UABILITY 

11.701 Statutory provisions; porf- 
not partnership, subject to tax. 

701. Porfncff, not partnership, sub- 
fo far, A partnership as such shall not 
TObjeci to the income tax Imposed by this 
Perioos carrying on business as 
•I'all be llsblo for Income tax only 
**uir separate or individual capacities. 

Parinerg. not partnership, 
fo tax. Partners arc liable for 
^jne tax only in their separate ca- 
Partnerships as such are not 
^lect to the income tax imposed by sub- 
w A but are required to make returns 
under the provisions of section 
®^i and the regulations thereunder. For 
^^illon of the terms “partner’* and 
see secUons 761 and 7701 
<2), and the regulations thereunder. 
^ I^ovixions relating to the election of 
partnerships to be taxed as do- 
«c corporations, sec section 1361 and 
i^^ifulatlons thereunder, 

No. 102— 4 
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f 1.702 Statutory provisions; fn- 
come and credits of parfner. 

Snr. 702. Income and credits of partner^ 
(a) General rule. In determining his Income 
tax. each partner shall take Into account 
separately his distributive share of the port- 
nerahip's— 

(1) Gains and losses from sales or ex¬ 
changes of capital assets held for not more 
than 6 months. 

(2) Cains and loases from sales or ex¬ 
changee of capital assets held for more than 
6 months. 

(3) Oains and losses from sales or ex¬ 
changes of property described In section 
1231 i relating to certain property Used In 
a trade or business and involuntary conver¬ 
sions), 

(4) Charitable contributions (as defined in 
section 170 (O). 

(3) DlvldendJ with respect to which there 
Is provided a credit under section 34. an ex¬ 
clusion under section 116. or a deduction 
under part VUI of subchapter B. 

(6) Taxes, described in section 001. paid 
or accrued to foreign countries and to pos¬ 
sessions of the United States, 

(7) Partially tax-exempt Interest cm obll- 
gsUons of the United SUtes or on obligations 
of instrumentsUties of the United States 
as described In section 35 or secticm 242 (but. 
If the partnership elecu to amortlM the 
premiums on bonds as provided In secUon 
171. the amount received on sfuch obligations 
shall be reduced by the reduction provided 
under section 171 (a) (3)), 

(8) Other Items of income, gain. loaa. de- 
ducUon. or credit, to the extent provided by 
regulations prescribed by the Secretary or 
his delegate, and 

(9) Taxable income or loss, exclusive of 
Items requiring separate computation under 
other paragraphs of this subsection. 

(b) Character of items eonstituting dle- 
tributiee share. The character of any Item 
of income, gain. loss, deduction, or credit in¬ 
cluded In a partner's distributive share under 
paragraphs (1) through (8) of subsection (a) 
shall be determined as if such Item were 
realized directly from the source from which 
realized by the partnership, or incurred in 
the same manner as incurred by the partner¬ 
ship. 

'(c) Gross ineoma of a partner. In any 
case where It is necessary to determine the 
gross Income of a partner for purpoees of 
this title, such amount shall Include hia dis¬ 
tributive share of the gross Income of the 
partnership. 

9 1.702-1 Income and credits of part* 
Ncr—(a) Oeneral rule. Each partner is 
required to take Into account separately 
In his return his distributive sliare, 
whether or not distributed, of each class 
or item of partnership income, gain. loss, 
deduction, or credit described In subpar¬ 
agraphs tl) through <9) of this para¬ 
graph. <For the taxable year in which a 
partner Includes his distributive share 
of partnership taxable income, see sec¬ 
tion 706 (a) and 9 1.70S-1 (a). Such 
distributive share shall be determined as 
provided in secUon 704 and S 1.704-1). 
Accordingly, in determining his income 
tax: 

(1) Each partner shall take into ac¬ 
count. as part of his gains and losses 
from sales or exchanges of capital assets 
hold for not more than six months, his 
distributive share of the combined net 
amount of such gains and losses of the 
partnership. 

(2) Each partner shall take into ac¬ 
count, as part of his gains and losses 
from sales or exchanges of capital as¬ 
sets held for more than six months, his 
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distributive share of the combined net 
amount of such gains and losses of the 
partnership. 

<3) Each partner shall take into ac¬ 
count, as part of his gains and losses 
from sales or exchanges of property de¬ 
scribed In section 1231 (relating to 
property used In the trade or business 
and involuntary conversions), his dis¬ 
tributive share of the combined net 
amount of such gains and losses of the 
partnership . The partnership shall not 
combine such Items with items set forth 
in subparagraph (1) or (2) of this para¬ 
graph. 

C4) Each partner shall take Into ac¬ 
count. as part of the charitable contri¬ 
butions p^d by him. his distributive 
share of each class of charitable contri¬ 
butions paid by the partnership within 
the partnership’s taxable year. Section 
170 determines the extent to which such 
amount may be allowed as a deduction to 
the partner. For the definition of the 
term “charitable contribution’*, see sec¬ 
Uon 170 (c). 

(5) Elach partner shall take into ac¬ 
count, as part of the dividends received 
by him from domestic corporations, his 
distribuUve share of dividends received 
by the partnership, with respect to which 
the partner is enUtled to a credit under 
secUon 34. an exclusion under section 
116, or a deduction under part vm of 
subchapter B. 

(6) Each partner shall take into ac¬ 
count. as part of his taxes described In 
section 901 which have been paid or 
accrued to foMgn countries or to pos¬ 
sessions of the United States, his dls- 
tiibuUve share of such taxes which have 
been paid or accrued by the partnership, 
according to its method of treaUng such 
taxes. A partner may elect to treat his 
total amount of such taxes. Including 
his distribuUve share of such taxes of 
the partnership, as a deducUon under 
secUon 164 or as a credit under section 
901. subject to the provisions of secUons 
901 through 905. 

(7) Each partner shall take into ac¬ 
count. as part of the partially tax-ex¬ 
empt interest received by him on obli¬ 
gations of the United States or on 
obligaUons of instrumenUllUcs of the 
United States, as described in secUon 35 
or section 242, his distributive share of 
such parUally tax-exempt interest re¬ 
ceived by the partnership. However, if 
the partnership elects to amortize pre- 
mium.s on bonds as provided in section 
171, the amount received on such obli¬ 
gaUons by the partnership shall be re¬ 
duced by the amortizable bond premium 
applicable to such obligaUons as provided 
in secUon 171 (a) (3). 

(8) (1) Each partner shall take Into 
accoiuit separately, as part of any class 
of Income, gain. loss, deduction, or credit, 
his distributive share of the following 
Items: recoveries of bad debts, prior 
taxes, and delinquency amounts fsec- 
tlon 111); gains and losses from wager¬ 
ing transacUons (secUon 165 (d)); soil 
and water conservation expenditures 
(section 175); nonbusiness expenses as 
described in secUon 212: medical, dental, 
etc., expenses (section 213); expenses 
for care of certain dependents (secUon 

214) ; alimony, etc., payments (section 

215) ; amounts representing taxes and 
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Interest paid to cooperative housing cor¬ 
porations (section 216): intangible drill¬ 
ing and developments costs (section 263 
(c>); exploration expenditures (section 
615); Income, gain, or loss to the part¬ 
nership under section 761 (b); and any 
items of income, gain, loss, deduction, 
or credit subject to a special allocation 
under the partnership agreement which 
dilTcrs from the allocation of partner¬ 
ship taxable Income or loss generally. 

<ii) Each partner must also take into 
account separately his distributive share 
of any partnreship item which if sepa¬ 
rately taken Into account by any part¬ 
ner would result in an income tax liabil¬ 
ity for that partner different from that 
which would result If that partner did 
not take tlie item into account sepa- 
hitely. Thus, if any partner would 
qualify for the retirement income credit 
under section 37 if the partnership pen¬ 
sions and annuities, int^est, rents, divi¬ 
dends. and earned income were sepa¬ 
rately stated, such items must be 
separately stated for all partners. Under 
section oil (a), if any partner is a 
bona nde resident of a foreign country 
who may exclude from his gross income 
tl»e part of his distributive share which 
Qualincs as earned income as deAned in 
section 911 (b), the earned income of 
the partnership for all partners muirt be 
separately stated. Similarly, nil relevant 
item.s of income or deduction of the 
partnership must be separately stated 
for all panners in determining the ap¬ 
plicability of section 270 (relating to 
**hobby losses**) and the recompulation 
of tax thereunder for any partner. 

(ill) Each partner shall aggregate the 
amount of his separate deductions or ex¬ 
clusions and his distributive share of 
partnership deductions or exclusions 
separately stated In determining Uic 
amount allowable to him of any deduc¬ 
tion or exclusion under subtitle A as to 
which a limitation is imposed. For 
example, partner A has individual ex¬ 
ploration expenditures of $75,000. He is 
also a member of the AB partnership 
which has exploration expenditures of 
$120,000. A*8 distributive share of this 
item is $60,000. However, the total 
amount that A can deduct as exploration 
expenditures under section 615 (a) is 
limited to $100,000. Therefore, the ex- 
^ cess of $35,000 ($135,000 minus $100,000) 
is not deductible by A. 

(0) Each partner shall also take into 
accoimt separately his distributive share 
of the taxable Income or loss of the 
partnership, exclusive of items requiring 
separate computaUons under subpara¬ 
graphs (1) through (8) of this para¬ 
graph. For limitation on allowance of 
a partner's distributive share of partner¬ 
ship losses, see section 704 (d) and 
$1,704-1 (d). 

(b) Character of items constitutbig 
distributive share. The character in the 
hands of a partner of any item of in¬ 
come, gain, loss, deduction, or credit de¬ 
scribed in section 702 (a) (1) Uirough 
(8) shall be determined as if such item 
were realized directly from the source 
from which realized by the partnership 
or incurred in the same manner as In¬ 
curred by the partnership. For example, 
a partner's distributive share of gain 
from Uic sale of depreciable property 


used in the trade or business of the part¬ 
nership shall be considered as gain from 
the sale of such depreciable property in 
the hands of the partner. Similarly, 
a partner’s distributive share of part¬ 
nership ‘’hobby losses” (section 270) or 
his distributive share of partnership 
charitable <)ontribution8 to churches, ed¬ 
ucational organizations, or hospitals 
(section 170 (b) (1) (A>) retains such 
cliaracter in the hands of the partner. 

(c) Gross income of a partner. (1) 
Where it is necessary to determine the 
amount or character of the gross in¬ 
come of a partner, his gross Income shall 
include the partner's distributive share 
of the gross Income of the partnership, 
that is. Uic amount of gross income of 
the partnership from which was derived 
the partner’s distributive share of part¬ 
nership taxable income or loss (includ¬ 
ing items described In section 702 (a) 
(1) through <8>). For example, a part¬ 
ner is required to include his distributive 
share of partnership gross income: 

(1) In computing his gross income for 
the purpose of determining the necessity 
of filing a return (section 6012 (a)); 

(11) In determining the application of 
the provision permitting the spreading 
of income for services rendered over a 
36-month period (section 1301): 

(ill) In computing the amount of 
gross income received from sources with¬ 
in possessions of the United States (sec¬ 
tion 931); and 

(iv) In determining a partner’s ’’gross 
income from farming’* (sections 175 and 
6073). 

(2) In determining the applicability 

of the 6-year period of limitation on 
assessment and collection provided in 
section 6501 (e> (relating to omisssion of 
more than 25 percent of gross income). a 
partner’s gross income includes his dis¬ 
tributive share of partnership gross in¬ 
come (as described in section 6501 (e) 
(1) (A) (i>). In this respect, the 

amount of partnership gross Income 
from which was derived the partner’s 
distributive share of any item of part¬ 
nership income, gain. loss, deduction, or 
credit (as included or disclosed in the 
partner’s return) is considered as an 
amount of gross income stated in the 
partner’s return for the purposes of sec¬ 
tion 6601 (e). For example. A. who is 
entitled to one-fourth of the proAts of 
the ABCD partnership, which has 
$10,000 grass income and $2,000 taxable 
income, reports only $300 as his dis¬ 
tributive share of partnership proAts. A 
should have shown $500 as his distribu¬ 
tive share of proAts. which amount was 
derived from $2,500 of partnership gross 
income. However, since A included only 
$300 on his return without explaining in 
the return the diAcrcnce of $200. he is 
regarded as having stated in his return 
only $1,500 <$300/1500 of $2,500) as gross 
income from the partnership. 

(d) Partners in community property 
States. If separate returns are made by 
a husband and wife domiciled in a com¬ 
munity property 8tate. and only one 
spouse Is a member of the partnership, 
the part of his or her distributive share 
of any item or items listed in paragraph 
(a) (1) through (9) of this section 
which Is community property, or which 
is derived from community property. 


should be reported by the husband and 
wife in equal proportions. 


$ 1.702-2 Net operating loss deduc* 
tlon of partner. For the purpose of de¬ 
termining a net operating loss deduction 
imder section 172. a partner shall take 
into account his distributive share of 
items of income, gain. loss, deducuon, or 
credit of the partnership, ‘The char¬ 
acter of any such item shall be deter¬ 
mined as if such item were realii^ 
directly from the source from which 
realized by the partnership, or incurred 
in the same manner as incurred by the 
partnership. See section 702 (b) and 
$ 1.702-1 (b). To the extent necessary to 
determine the allowance under section 
172 (d> (4) of the nonbuslness deduc¬ 
tions of a partner (arising from both 
partnership and nonpannership 
sources) • the partner shall separately 
take into account his distributive share 
of the deductions of the partnership 
which are not attributable to a trade or 
business and combine such amount with 
his nonbusiness deductions from non- 
partnership sources. Such partner shall 
also sepai'ately take into account his 
distributive share of the gross income 
of the partnership not derived from a 
trade or basiness and combine such 
amount w^ilh his nonbiislness income 
from nonpnrtnership sources. See mc- 
tion 172 and the regulations there¬ 
under. 


$ 1,703 Statutory provisions: porf- 
nership computations. 

Sac, 703. PartfteTMhip cemptitshon*—(•) 
income and deductions. The UuwOl* tn* 
come of a portnerthlp shall be computed la 
the same manner as In the esse of an lo* 
dividual except that— 

(1) The Items depcflbed In teciloii 703 (•) 
shall be separately sUted. and 

(2) The following deductions shall not oc 
allowed to the partnership: 

(A) The standard deduction pro\'1dwl Ui 
section 141, 

(B) The deductions for pcrsonsl exemp¬ 
tions provided In section 151. 

(C) The deduction for taxes provldea in 
section 164 (a) with respect to l**®**.^’ 
scribed In section 901, paid or 

foreign countries and to poasessloui of ms 
United States. . 

(D) The deduction for chsrltablf conur 
buttons provided In section 170. 

(E) The net operallng loss deduction pro¬ 
vided In section 172, and 

(P) The additional itemised 
for Individuals provided in part vn of suo- 
chapter B (sec. 211 and foUowing). 

(b) Elrctions of the partnrrAhip. W 
election affecting the computation of w* 
able Income derived from a partnership tnau 
be made by the partnership, except tbst w 
election under section 901. relating to w 
of foreign countries and possessions of w 
United SUtes, shall bo made by each 
ner separately. 

1 1.703-1 Partnership computatioru^ 
(a) Income and deductions. <l» 
taxable income of a partnership ^ 
computed in tlie same manner as ta 
taxable income of an individual, 
as othenvise protided in this 
partnership is required to state 
ratcly In its return the Items 
in section 702 (a) (1) through <7) jww* 
in addition, to attach to its 
statement setting forth separate^ 
items described in section 702 ^ 

which the partner is required to » 
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bitp tccount separately In determlnina 
biA iBcotne tax, 8C6 § 1.702-1 (a) (8)* 
The paitnerahlp Is further required to 
compute and to state separately in its 
rftum: 

Ab taxable income under section 
m <a> (9)* the total of all other items 
q( imss income (not separately stated) 
the total of all other allowable de¬ 
ductions (not separately stated). or 
111) As loss under section 702 (a) (9), 
the total of all other alloa'able deduc- 
Uoiks (not separately stated) over the 
loUl of all other items of gross income 
(ix>t separately stated). 

The taxable income or loss so computed 
ihjOl be accounted for by the partners 
in accordance with their partnership 
ipeement. 

(2) The partnership is not allowed the 
Idlowing deductions: 

The standard deduction provided 
iniection 141. 

(li) The deduction for personal ex¬ 
emptions provided in section 161. 

(lil) The deduction provided in sec¬ 
tion 104 (a) for taxes, described In sec¬ 
tion 901, paid or accrued to foreign cotin- 
tnes or possessions of the United States. 
Each partner's distributive share of such 
Uxes shall be accounted for seporately by 
him AS provided In section 702 (a) (6). 

(iv» The deduction for charitable con¬ 
tributions provided In section 170. Each 
partner Is considered as having paid 
vtlhtn his taxable year his distributive 
ihAre of any contribution or gift, pay¬ 
ment of which was actually made by the 
pATtnersbip within iU taxable year end¬ 
ing within or with the partner's taxable 
JW. This item shall be accounted for 
mparatcly by the partners as provided In 
mcUoD 702 (a) (4). See also 1 1.702-1 

(b). 

(V) The net operating loss deduction 
provided In secUon 172. See ( 1.702-2. 

(ViI The additional itemised deduc¬ 
tions for individuals provided in part VTI 
of subchaptcr B, as follows: expenses for 
production of income (section 212); 
®»dlcal. dental, etc., expenses (secUon 
213); expenses for care of certain de- 
Prodenu (section 214): alimony, etc., 
Poyments (section 216): and amounts 
rrprwentlng taxes and Interest paid to 
rooperaUve housing corporation (sec- 
^ 216). However, see $ 1.702-1 (a) 
(•> (lv>. • 

(ril) The deduction for capital gains 
Prwkled by section 1202 and the deduc- 
for capital loss carryover provided 
Pf oecUon 1212. 

ib) EUctiem of the partnership —(1) 
twrol rule. Any elections (other than 
we ejection with respect to foreign taxes) 
wfecting the computation of income dc- 
from a partnership shall be made 
the partnership. For example, elec- 
of methods of accounting, of com- 
pauug depreciation, of treating soil and 
■wr conservation expenditures, of 
exploration expenditures, and 
w option to deduct as expenses in- 
drilling and development costs, 
be made by the partnership and not 
^ the partners separately. All pariner- 
elections are applicable to all part- 
^ equally, but any election made by a 
wr^rshlp shall not apply to any part- 
oonpartnershlp interests. 


(2) Exception. Each partner shall 
add his distributive share of taxes de¬ 
scribed in secUon 901 paid or accrued by 
the partnership to foreign countries or 
possessions of the United States (accord¬ 
ing to its method of treating such taxes) 
to any such taxes paid or accrued by him 
(according to his method of treaUng such 
taxes), and may elect to use the total 
amount either as a credit against tax or 
as a deducUoD from Income. 

4 1.704 5fafwfory provisions: porf- 
ner'f (lisir(butii>e share, 

sue. 704. Partner^M diMtHbutive share — 
(a) Effect of partnerMhip mQreement. A part¬ 
ner's dlaulbutive ihare of Income, gam. loce, 
deduction, or credit eliail. except ax* otber- 
wtxe provided In this xecilon, be determined 
by the partnermhlp agreement. 

(b) niiilribullee share determined by In¬ 
come or lore ratio. A partner's dlxtrlbuUve 
share of any Item of income, gain, loee, de¬ 
duction. or credit shall be determined in 
accordance with his distributive share of 
taxable Income or loss of the partXRcrshlp. 
as described In section 702 (a) (9), for the 
taxable year. If— 

(1) The partnership agreement docs not 
provide ss to the partner's distributive share 
of such Item, or 

(2) Tlie principal purpqgp of any provi¬ 
sion In the partnership agreement with re¬ 
spect to the partner's distributive share of 
such Item is the avoidance or evasion ol any 
tax imposed by this subUtie. 

(c) Confribaferf property—(1) General 

rule. In determining a partner's distributive 
shore of Items desarlbed In section 702 (a), 
depreciation, depletion, or gain or loss with 
respect to property contributed to the part¬ 
nership by a partner shall, except to the 
extent otherwise provided In paragraph (2) 
or (3), be allocated among the partners in 
the nuinner as If such property had 

been purchased by the partnership. 

(3) Effect of partnership agreement. If 
the partnership agreement so provides, de- 
precUUon. depleUon. or gain or toss with 
respect to property contributed to the part¬ 
nership by a partner shall, under regulsUone 
preecrlbed by the Secretary or his delegate, 
be shared among the partners so as to take 
account of the variation between the basts 
of the property to the partnership and its 
fair market value at the time of contribution. 

(3) Undivided interests. It the partner¬ 
ship agreement does not provide otherwise, 
depreciation, depletion, or gain or loaa with 
respect to undivided Interests In property 
conulbutcd to a partnership shall be deter¬ 
mined aa though such undivided InteresU 
had not been contributed to the partnership. 
This paragraph spsdl apply only If aU the 
partners had undivided Interests In such 
property prior to contribution and their In- 
tereau In the capital and proflu of the part¬ 
nership correspond with such undivided 
Interests. 

(d) Umiiation on alloufanee of losses. A 
partner*3 distributive share of partnership 
loss (Including cmplul loss) shall be allowed 
only to the extent of the adjusted basis of 
such partner's Interest In the partnership at 
the end of the partnership year In which 
such lost occurred. Any excess of such loss 
over such basis shall bo allowed sa a de¬ 
duction at the end of the partnership year 
In which such excess Is repaid to the part¬ 
nership. 

(e) Family partnerships —(1) Xeeognition 
of Infcrcsf creafed by purchase or gift. A 
person shall be reoognUsed as a partner for 
purposes of this subtitle If he owns a capital 
interest In a partnership In which capital 
Is a material Income-producing factor, 
whether or not such Interest was derived by 
purchase or gift from any other person. 

(2) IHrfrfbufUw share of donee includible 
in gross tncome. In the case of any part¬ 


nership lut«'est created by gift, the dlstrlbu- 
Uve share of the donee under the partner¬ 
ship agreement shall be Includible In his 
grots income, except to the extent that such 
sliare Is determined wlUiout allowance 
of reasonable compensation tar services 
rendered to the partnership by the donor, 
and except to tne extent that the portion of 
such share attrlbuuble to donated capital Is 
proportlonsteiy greater than the share of the 
donor attributable to the donor's capital. 
The distributive share of a partner In the 
eomlDgs of the partnership shall not be 
dimlnUhed because of absence due to mili¬ 
tary service. 

<8> Purchase of interest by member of 
family. For purposes of this secUon. an In¬ 
terest purchased by one member of a family 
from another shall be considered to be cre¬ 
ated by gift from the seller, and the fair 
market value of the purchased interest shall 
be considered to be donated capital. The 
‘'family** of any individual shall Include only 
hla spouse, ancestors, and lineal descendants, 
and any trusts for the primary beneAt of 
such persons. 

1 1.704-1 Partner's distributive 
share —(a> Effect of partnership agrte^ 
ment. A partner's distributive share of 
any Item or class cl items of Income, gain, 
loss, deduction, or credit of the partner¬ 
ship shall be determined by the part¬ 
nership agreement, unless otherwise 
provided by section 704 and paragraphs 
(b) through (e) of this section. For 
definition of partnership agreement see 
section 761 (c). 

<b) jyistributive share determined 
by income or loss ratio. <1) If the 
partnership agreement makes no specific 
provision for the manner of sharing one 
or more items or classes of items, a 
partner's distributive share of such 
items shall be determined in accord¬ 
ance with the provisions of the partner- 
s^p agreement for the division of the 
general profits or losses (that is, the 
taxable income or loss of the partnership 
as described in section 702 (a) (9)>. 
In apfi^ying this rule, the manner in 
which the net profit or loss (computed 
after excluding any item subject to a 
recognized special allocation) is actu¬ 
ally credited on the partnership books to 
the accounts of the partners will gener¬ 
ally determine each partner's share of 
taxable income or loss as described in 
section 702 (a) (9). 

(2) If tlie principal purpose of any 
provision in the partnership agreement 
determining a partner's distributive 
share of a particular item is to avoid or 
evade the Federal income tax, the pro¬ 
vision shall be disregarded and the part¬ 
ners’ distributive shares of that item 
shall be determined In accordance with 
the ratio in which the partners divide 
the general profits or losses of the part¬ 
nership (as described in secUon 702 (a) 
(9)). In determining whether the prin¬ 
cipal purpoise of any provision in the 
partnership agreement for a special al¬ 
location Is the avoidance or evasion of 
Federal income tax. the provision must 
be considered in relaUon to all the sur¬ 
rounding facts and circumstances 
Among the relevant circumstances are 
the following: Whether the partnership 
or a partner individually has a business 
purpose for the allocaUon; whether the 
allocaUon has **sub5tanUal economic ef¬ 
fect*’. that is. whether the allocation may 
actually affect the dollar amount of the 






3504 


RULES AND REGULATIONS 


partners' shares of the total partnership 
income or loss independently of tax con* 
sequences; whether related items of in* 
come. gain. loss, deduction, or credit 
from the same source are subject to the 
same allocation; whether Lite allocation 
was made without recognition of normal 
business factors and only after the 
amount of the st>eciany allocated item 
could reasonably be estimated; the dura* 
tion of the allocation; and the overall 
tax consequences of the allocation. The 
application of the provisions of this sub* 
paragraph may be illustrated by the fol* 
lowing examples; 

Example (1). The provUloiui of a partner* 
•hip Agreement for a year in which the 
portner&htp inoun lOMes on the tale of de¬ 
preciable property need in the trade or buai- 
neaa are amended to allocate aueb lotaea to 
one partner who baa no tueb gains Individ¬ 
ually. An equivalent amount of partnerthlp 
lOM or deduction of a different ebaraeier la 
aUocated to other partnera who individually 
have galna from the aaJe of depreciable prop* 
erty used in the trade or bualneaa. Since 
the purpoee and effect of this allocation U 
eolely to reduce the taxes of certain partners 
without actually affecting tbelr aharea of 
partnership Income, auch allocation will not 
be recognijcod. Under section 704 (b) (2). 
Iboee Items will be aUocated to all the part¬ 
ners in accordance with the provlBlotis of 
the partnership agreement for sharing part* 
nership Income or lose gcntrolly. 

Example (2). The provisions of a part¬ 
nership agreement allocate to a partner who 
la a resident of a foreign country a percentage 
of the profit derived from operations con¬ 
ducted by him within such country, which 
percentage is greater than his distributive 
•hare of partnership income generally. Such 
allocation has substanUai economic effect 
and wiU be recognised in the nbeence of other 
circumstances showing that the principal 
purpose was tax avoidance or evasion. 

Example (2). Rather than impair the 
credit standing of the AB partnership by a 
distribution, the partners agree to invest 
surplus partnership funds in an equal dollar 
amount of municipal bonds and corporate 
stock. The partners further agree that A 
Is to receive sll the interest Income and gain 
or loss from tax-exempt bonds and B Is to 
receive all the dividend Income and gain or 
lose from corporate stock. Such alllocation 
has substantial economic effect and will be 
recognised in the absence of other clrcum- 
Btancea showing that the principal purpose 
was tax avoidance or evasion. On the other 
hand, under an agreement with respect to 
partnership CD. It Is provided that Ok dis¬ 
tributive ohore of income sbaU be the first 
110.000 of tax-exempt income, and Dk dis¬ 
tributive share of income ahall be the first 
$10,000 of dividend Income, the balances to 
be divided equally. Since the principal pur¬ 
pose of this provision Is Co allocate tax- 
exempt Interest to C. who Is in a higher In¬ 
come tax bracket than D. It wU» be disre¬ 
garded. Each partner's distributive shore of 
such interest and dividends will then be al- 
iocAted in accordance with the provisions of 
the partnership agreement for sharing part¬ 
nership income or looa generoUy. 

Example (4). KL Is a brokerage partner¬ 
ship With oasets conalstlng of aeciultlea with 
a bosia of $20,000 and a value of $A0iK)0. 
M makes a $25,000 cosh contribution to the 
partnership In order to become an equal 
partner. Buboequently, when the value of 
the securities has appreciated to $74,000. 
they are sold. Of the $54,000 taxable gain 
on the sale of the sccuiiUes. $24,000 (appre¬ 
ciation In value occurring after M became 
a partner) is allocated in equal shores to K. 
L. and M. In accordance with the ratio for 
ohartng profits and looses generally. Tlie 
$30,000 balance Is allocated to K and L in the 


profit and loss ratio existing before M become 
a partner. This latter allocation attributes 
to K and L the appreciation In value of the 
securities occtirrlng before M became a part¬ 
ner, even though the cosh proceeds are a 
partnership asset In which all three part¬ 
ners share equally. This allocation has sub¬ 
stantial economic effect and will be recog- 
nixed in the absenea of other clrcumstancea 
ahowlng that the principal purpose of the 
allocation waa tax oroldance or evasion. 

Example (5), O and H enter into a part¬ 
nership agreement to develop and market an 
eleotronio devlcs. H. an electronics engi¬ 
neer. contributes $2,900 cash and agrees to 
devote his full-time services to the partner¬ 
ship. O contributes $100,000 cash and agrees 
to obtain a loan for the partnership of any 
additional capital needed. The partnership 
agreement provldea that the full amount of 
any research and experimental expenditures 
and any Interest on partnership loons are to 
be charged to O. It also provides that Ok 
distributive shore la to be 00 percent of 
partnership Income or loss computed without 
reduction by such research and experimental 
expenditures and such Inteiest. until all 
loans have been repaid and O has received 
through his 00 percent shore of Income an 
amount equal to the full amount of such 
research and experimental expenditures, ol 
such interest, and his shore of any partner¬ 
ship operating losses. During this time 11 k 
distributive sha^ will be 10 percent. There¬ 
after. O and H will share profits and losses 
equally. Since all of the research and ex¬ 
perimental expenditures and Interest speci¬ 
ally allocated to O are In fact borne by O. 
the allocaUon will be recognised in the ab¬ 
sence of other circumstances showing that 
its principal purpose was tax avoidance or 
evasion. 

(c) Contributed property —Cl) In gen¬ 
eral, Where property has actually been 
contributed by a partner to a partner¬ 
ship (so as to become partnership prop¬ 
erty 08 among the partners and not 
merely property subject to the claims of 
partnership creditors), section 704 (c> 
and this paragraph provide rules for 
determining a partner's distributive 
share of depreciation, depletion, or gain 
or loss with respect to such contributed 
property. These rules do not apply to 
property, only the use of which is per¬ 
mitted the p^nership by the partner 
who owns it. Section 704 (c) and this 
t>aragraph provide certain alternatives 
in determining the partners' distributive 
shares of such items in order to account 
for prccontrlbutlon appreciation or dim¬ 
inution In value of the property contrib¬ 
uted. When the partnership agreement 
Is silent as to the treatment of such items 
with respect to contributed property (and 
If such property is not an undivided 
interest as described in section 704 (c) 
(3)), depreciation, depletion, or gain or 
loss with respect to such property shall 
be treated in the same manner as though 
such items arose with respect to property 
purchased by the partnership. The ap¬ 
plication of this provision may be illus¬ 
trated by the following examples: 

Example (i). A and B form "an equal 
partnership. A contributes $1,000 cooh and B 
contributes Inventory with an adjusted basis 
to him of $800 and a fair market value of 
$1,000. Under section 723. the basis of the 
Inventory to the partnership is also $800. 
During the year, the Inventory Is sold for 
$1,100. There is no provision in the partner¬ 
ship agreement for treatment of items with 
respect to contributed property. Under sec¬ 
tion 704 ( 0 ) (1), the $800 profit on the sale 
of the inventory is treated os if it were gain 


on property that had been purchased by the 
partnership and subeequently aold. There¬ 
fore. each partnerk distributive shore of luch 
profit on the Inventory is $150. 

Example (2). C and D form on rqui] 
partnership. C con tributes machinery worth 
$104)00 with an adjusted basis to him of 
$4,000. D contributes $104)00 cosh, tJndw 
the provisions of section 722. the bosU of 
Ak partnership Interest Is $4,000 and tbs 
baals of Bk Interest Is $104)00. There Is 
no provision In the partnership ogreemeot 
relating to contributed property, ir the con¬ 
tributed property depredates at on aaousl 
rale of 10 percent, the partnership will have 
an annual depreciation deduction of MOO, 
which will reeult In a reduction of 1200 In 
each ponnerk distributive share of psrtfifr- 
ship income. Thus, at the end of the Srst 
year, the adjusted basis of the oontributed 
property will he $3,800. If the partnerthlp 
boa no other taxable Income or lots for thst 
year, each partner will have a deductioo of 
$200, representing his dUtrlbuUve shan of 
partnership loss for the year. Ck odjuiifd 
basis for his InUrett will be $3,800 i$4.000i 
the original basis of his Interest, reduced by 
$200): Dk adjusts basis will be lOkOO 
($10.(>00. reduced by $200). 

Example (J). Assume that the property 
In example (2) of this subparograph is mid 
at tbe beginning of the ascond year of part¬ 
nership operation for $2,000. The portner- 
ahlp gain wUl be $6,400 ($0,000. the amount 
reallxed, less the adjusted basis of I3k00). 
Each partnerk shore of the $5,400 gain will 
be $2,700. If the partnership has no other 
taxable income or Ions for that year, each 
partner will have a gain from the partnsr- 
ahip of $2,700, representing his dutrlbutin 
shore of gain from the sale of property uwd 
in the partnership business. Cs sdjutted 
baola for his Interest will then bt |d<ft00 
(the hosts of $34)00. Increased by the 
of $2,700). Dk adjusted bosU wlU be 111- 
500 (the basU of $9,800. Increased by the 
gain of $2.700). If the partnership Is then 
terminated, and Its assets conal*tln| of 
$194)00 in cosh are disUibuted to tbs part¬ 
ners pro rata In liquidation of thstr enttrs 
Interesto, C will have a capital gain of W.OOO 
($9,500, the amount received, less 
the adjusted basis of hU interest). D wW 
have a capital loss of $34>00 (Dk adjusted 
basis. $12,500. reduced by tbe omoont 
received, $0,500). 

(2) Effect of partnership agreement 
(1) If the partners so provide in tht 
partnership agTecmenl, depreciation, de¬ 
pletion, or gain or loss with ^ 

contributed property may be 
among the partners in a manner wnicn 
takes Into account all or any portion ox 
the difference betwwn the fidJnsted ow 
and the fair market value of contribute 
property at the time of contribution- 
The allocaUon may apply to all 
uted property or to specific iUffis. 
appreciation or dinilnution In value re^ 
resented by the difference between w 
adjusted basis and the fair market 
of contributed property at the tiro oi 
contribution may thus be attributed w 
the contributing partner upon ainp* 
sequent sale or exchange of the pr()pw 
by the partnership. Such 
or diminution also may be used In 
caUng the allowable depreciation or 
pletion with respect to such 
among the contributing partner and w 
noncontributing partners. In 
however, the total depreciation, dcpic- 
Uon, or gain or loss allocated to^e 
ners is limited to a "ceiling” which 
not exceed the amount of gain or iw 
realized by the partnership or the 
elation or depiction allowable to it. xw 
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i]>pUcation of thl^ subdivision may be 
Ulustrtted by the following examples; 

InmptM Cl). Attume that par man C and 
D. to ex 4 implef (2) and (3) of aubparagraph 
ftt ot thia paragraphs agrva under aectloa 
TiH (c) (2) to attribute to C. the contribu¬ 
tor of the machinery, the potential gain of 
NJDOO repxeeented by the difTerence between 
]U adjoated baaia of #4.000 and Ita fair mar- 
Ul value of $10,000. With hU contribution 
of llO.iXM) caah. D has. In efTect, purchased 
la ttodivlded one-half tntereat In the prop- 
ffty for $5j00Q. Since the property depre* 
ostn at an annual rate of 10 percent. D 
eoold have been entitled to a depreciation 
deduction of $600 per year. However, alnoe 
under the ^celling** approach the partnerahip 
is allowed only $400 per year (10 percent 
of lijOOO). no more than $400 may be allo¬ 
cated between the partners, 1. e.. the part- 
Bsnhlp cannot allocate $500 of depreciation 
to 0 and thereby treat C as If C had received 
ta additional $100 of Income. Therefore, 
tbs partners allocate the $400 deduction for 
dspfwtatlon entirely to D and none to O. 
tbs contributor. At the end of the first 
ymr» the adjusted basis of the contributed 
pmperty wUI be $3,800. Since Uie $400 de- 
CucUon La allocated entirely to D. If the 
partnership has no other taxable income or 
Idsi. C will have no Income or lots, and D 
vm have a deduction of $400. Cli basla 
for hU interest will remain $1,000. D*t sLd- 
jtoted heals for his interest will be $2,600 
UlOjDOO. the original basis of his Interest, 
ttduced by the deduction of $400). 

izcmplt (2). Assume that the partners In 
tuinple (1) of this subdivision slso agree 
under section 704 (c) (2) that, upon a tale 
of the contributed property, the portion of 
lbs proceeds attributable to the esccas of 
tbt fair market value of the property at date 
of contribution (teas accumulated dcprecla- 
tkm on such value) over its baaia at date of 
contribution (lesswocumuiated depreciation 
UQ tuch basis) shall result In gain to the 
oodtiibutlng partner only. If the property is 
at the b^lnnlng of the second year of 
purtnershlp operation for $0,000. the partner- 
(Sin of $5,400 ($0,000. the amount real- 
l«a the adjusted beats of $3,800) must 
» aDoc.ned to the partners under the terms 
Of the Agreement. The fair market value of 
property os depreciated U $0,000 ($10,000. 
value on contribution, less $1.0(X). the 
i^umuUted depreciation on such value), 
under section 704 (c) (2) and the terms of 
partnership agreement, the $5,400 dif- 
between $0,000. the fair market value 
•• ^predated, and $3,600. the adjusted basts 
w the property, represents the portion of the 
to be allocated to C. None of thto gain 
allocated to D. (If the property were sold 
w more than lO.OCK). the portion of the gain 
?5*®^* of $5,400 would be allocated equally 
the partners In accordance with 
•srtement for shoring gains. If the 
were sold for less thon $0,000. the 
gain would l>e allocated to C and noth- 
^ to Dj If the partnership and partners 
no other transactions that year, 
report a gain of $5,400. and D. no In- 
or loaa. C*a adjusted basU for his In- 
will thon be $9,400 ($4,000. his origins! 
Increased by the gain of $5,400). Ds 
baiU win be $ 9,800 ($10,000. hU 
j^wnsl baaia, less $400 depreciation deduc- 
In the nrat partnership year). If the 
fjj^erahip is then terminated, and Its assets 
of $10.(X)0 in cash ore distributed 
Partners pro rata in liquidation of 
•toA I C will have a capital gain of 

IW^OO, the amount received, less $0,400. 
^ MJusted basU of his Interest). D will 
^ » capital loss of $100 (the excess of D’s 
jast«<i basis. $9,600. over the amount re- 
19.500). 

the efTcct of an agreement 
section 704 <c) (2) on luftdlvlded 


Interests In properly contributed to the 
partnership where the partners’ interests 
in the capital and prof) to of the partner* 
ship do not correspond with such undi¬ 
vided interests, see subparagraph (3) 
(U> of this paragraph. 

(3) Undivided interests, m Section 
704 (0) (3) provides a special rule for 
the allocation of depreciation, depletion, 
or gain or loss with respect to undivided 
interests In property contributed by the 
partners to a partnership w^herc the 
partnership agreement does not provide 
otherwise. This provision applies only 
to property contributed to a partnership 
^y all of its partners and only where the 
relative undivided Interests of the part¬ 
ners in the property prior to the contri¬ 
bution arc in the same ratio as their 
Interests In the capital and in the profits 
of the partnership (except for deprecla- 
llon. depletion, or gain or loss with re¬ 
spect to the contributed undivided inter¬ 
est) after the contribution. Where these 
conditions are met, depreciation, deplc- 
Uon. or gain or loss with respect to the 
undivided Interests In contributed prop¬ 
erty shall be determined In the same 
manner as though such undivided in¬ 
terests continued to be held by the part¬ 
ners outside the partnership. The rule 
stated In section 704 (c) (3i applies only 
to the case where i)ersons actually con¬ 
tribute undivided interests to a part¬ 
nership. The provisions of this subdi¬ 
vision may be Illustrated by the following 
examples: 

rxampl^ (I). A and B are tonanU In com¬ 
mon owning undivided ona^hmlf Intoreati In 
improved real eatate connisting of land on 
which a factory U lUuatcd. They each con¬ 
tribute their reapectlve undivided Intereau In 
the real eatate to a partnerahip In which the 
pronu are to be divided equaUy and. becauae 
the pertnera have equal oharea in the capital, 
the aoaeu wlU be divided equally on dto- 
•oluUon. AH baaU for hla undivided one-half 
intoreat U $4,000. of which $1,000 U allocablo 
to the land and $3,000 to the factory. B's 
baaia for hie undivided one-half Inlereat la 
$10,000, of which $3,000 li allocable to the 
land and $7,000 to the factory. The partner¬ 
ship agreement contalna no provuiona as to 
the aUooaUon of depreciation or gain or loss 
on dUpoaiUon of the property by the partner¬ 
ship. The factory depreciates at a raU of 5 
percent a year. The annual partnerahip al¬ 
lowance for depreciation of $600 (5 percent of 
$10,000) wlU be allooated between the part- 
nera by aUowlng A a deduction of $150 <5 
percent of $3,000, hla basis for his undivided 
Interest In the factory), and by allowing B 
a dedueUon of $350 (6 percent of $7,000. hla 
basis for his undivided interest in the fac¬ 
tory). At the end of the first year of |>artner- 
shtp operation. AH adjiuted basis for his un¬ 
divided interest In the factory Is $2350 
($3,000 less $150). and BH adjusted bosU is 
$6,050 ($7,000 less $360). 

gzample (2). If. In example (1) of this 
subdlTlsIon. the partnerahip at the end of 
the'first year's operation aells the factory 
and land for $12,000. each partner’s share of 
the gain or loss would be determined as 
foUowi: Since the undivided InteresU In the 
factory and the land are to be treated os 
though held by the partners outside the 
partnership. AH share of the proceeds of the 
sale Is $6,000. HU adjusted basis in the con¬ 
tributed pro)terty U $3350 ($1300 for the 
land and $2350 for the factory). Therefore. 
hU gain from the sale it $2,150. Blnce BH 
share of the proceeds Is also $6,000. and his 
adjusted basis In the contributed property to 
$9,650 ($3,000 for the land and $6,650 for the 
factory), hto loss to $3,650. 


rxempZc (3), Assume the same facts as In 
examples (1) and (2) of this subdivision, 
except that A and B do nut enter Into a part¬ 
nership agreement. Assume further that 
they are found to be a partnership for Income 
tax purposes because of their joint business 
activity, but that the factory and the land 
are not actually contributed by them to the 
partnership. Although A and B have per¬ 
mitted the partnership to use such proper¬ 
ties. they continue to own the factory and 
the land in their individual capaclUes (as 
tenants In eonunou). and the same tax con¬ 
sequences result as in examples (1) and (2) 
of this subdivision. 

(11) The allocation illustrated In sub¬ 
division <l) of this subparagraph will 
not be ofTected by the contribution, 
either at the time of the original con¬ 
tribution or subsequent thereto, of ad¬ 
ditional property not held as undivided 
Interests U the partners’ respective In¬ 
terests In the capital and in the profits 
of the partnerahip (except for deprecia¬ 
tion. depletion, or gain or loss with re¬ 
spect to the contributed undivided in¬ 
terests) remain the same os their un¬ 
divided interests in the properly pre¬ 
viously contributed to the partnership. 
If the partners’ interests In the capital 
and pronto of the partnership are 
changed from tlielr undivided interests 
in the property previously contributed 
to the partnership, the method of al¬ 
location of depreciation, depletion, or 
gain or loss with respect to such prop¬ 
erty no longer applies. Such a cliange 
of the partner’s interests in capital and 
pronto may result from a mo^catlon 
of the agreement, or from a change in a 
partner’s respective Interest In capital 
cither as a result of a further contribu¬ 
tion or os a result of a distribution. 
< However, drawings made throughout 
the year against pronto, and loans will 
be disregarded.) Where such a change 
takes place, the partners may agree un¬ 
der section 704 (c) (2) that deprecia¬ 
tion. depletion, or gain or loss with 
respect to the property formerly held as 
undivided Interests shall continue to 
be allocated in the same manner as prior 
to the change. These provisions may be 
illustrated by the following examples; 

Ejrampie (I), C aful D are tenants in 
common, each owning an undivided one- 
half Interest In certain unimproved land. 
Each contributes hto respective undivided 
interest In the land to a partnership in which 
each has an equal Interest In capital and 
proOto. CH basis for hto one-hslf interest Is 
$4,000; OH basis to $10300. The fair market 
value of the land to $20,000. Subsequently. 
C contributes $5,000 cash to hto share of 
partnership ^pltal. As a result of CH addi¬ 
tional oontrl^Uon. he now has a 60-percent 
interest In partnership capital and D. a 40- 
percent Interest, although proOts and losses 
■till are to be shared equally. Since the 
interests of the partners In the capital and 
profits of the partnership no longer corre¬ 
spond to their undivided Interests in the 
land, the method of allocatioa prescribed 
by section 704 (o) (3) no longer applies. 
Therefore. If the land to sold for $12,000. the 
partnership will have a loss of $2,000 ($14,000 
partnership basis minus $12,000). Since the 
partnership agreement containe no special 
allocation for gain or loss with respect to 
contributed property, the $2,000 ioei to al¬ 
located ae If such property had been pur¬ 
chased by the partnership. 1. e.. $1,000 to 
each partner. 

example (2). Assume In example (1) of 
thto subdivision that the partners agree that. 





3506 

becAUM of C*ii AddlUonal contribution of 
$5,000 efub, he U to have a OO-peroent Interest 
in pArtncrBhlp cspItAl. Profits and losses 
still sre to be shared equally, ei^cept that 
gain or loss with respect to the land u, 
under section 704 (e) (3), to continue to be 
ailocated in the same manner as It had been 
allocated under section 704 (c) (8) prior 
to the additional contribution. TIm land Is 
sold for 812.000. Cli share of the proceeds 
is 86.000. Hla basis for the land to 84.000. 
Therefore, he hss a 82.000 gain. D*s loss Is 
84,000. ($10,000 basis leas $6,000 proceeds). 

(d) Limitation on alUmance of losses. 
(1> A partner's distributive share of 
partnership loss wUl be allowed only to 
the extent of the adjusted basis (before 
reduction by current year's losses) of 
auch partner's interest in the partner¬ 
ship at the end of the partnership tax¬ 
able year In which such loss occurred. 
A partner's share of loss In excess of his 
adjusted basis at the end of the partner¬ 
ship taxable year will not be allowed for 
that year. However, any loss so disal¬ 
lowed shall be allow^ed as a deduction 
at the end of the first succeeding part¬ 
nership taxable year, and subsequent 
partnership taxable years, to the extent 
that the partner's adjusted basis for his 
partnership Interest at the end of any 
such year exceeds xero (before reduction 
by such loss for such year). 

(2) In computing the adjusted basis 
of a partner's Interest for the purpose 
of ascertaining the extent to which a 
partner's distributive share of partner¬ 
ship loss shall be allowed as a deduction 
for the taxable year, the basis shall first 
be increased under section 705 (a) (1) 
and decreased under section 705 (a) (2), 
except for losses of the taxable year and 
losses previously disallowed. If the 
partner's distributive share of the aggre¬ 
gate of items of loss specified in section 
702 (a) (1). (2). (3). (8). and (9) ex¬ 
ceeds the basis of the partner's interest 
computed under the preceding sentence, 
the limitation on losses under section 
704 (d) must be allocated to his distrib¬ 
utive share of each such loss. This allo¬ 
cation shall be determined by taking the 
proportion that each loss bears to the 
total of all such losses. For purposes 
of the preceding sentence, the total losses 
for the taxable year shall bo the sum 
of his distributive share of losses for the 
current year and his losses disallowed 

^ and carried forw^ard from prior years. 

(3) For the treatment of certain li¬ 
abilities of the partner or partnership, 
see section 752 and i 1.752-1. 

(4) The provisions of this paragraph 
may be illustrated by the following 
examples: 

example At the end of the partner- 
ahlp uxable year 1356, partnenhlp AB has 
a loai of $30,000. Partner A’a dtotrlbuUve 
■hare of this loai to $10,000, At Uie end 
such year, A's adjusted baala for hto interest 
In the partnership (not taking Into account 
hto dtotrlbutlee share of the loes) to $6,000. 
Under section 704 (d), A*8 dtotiibutlre shore 
of partnership loss to allowed to him (In hto 
taxable year within or with which the part¬ 
nership taxable year ends) only to the extent 
of hto adjusted basis of $6j000. The $6,000 
loss allowed for 1055 decrease* the adjusted 
basts of A*a Interest to aero. Assume that, 
at the end of partnership taxable year 1956, 
A's share of partnership income has Increased 
the adjusted basis of A's Interest In the part¬ 
nership to $3,000 (not taking Into account 
the $4,000 loss disallowed in 1965). Of the 
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$4,000 Iocs dUatlowed for the partnership tax¬ 
able year 1955, $3,000 to aUowed A for the 
partnership taxable year 1956, thus agsln 
decresslng the adjusted basis of hto Interest 
to aero. IX. at the end of partnership taxable 
year 1957, A has an adjusted baols of hto In¬ 
terest of at least $1,000 (not taking Into 
aooount the dtoallowed lots of $1.000), he wUl 
be allowed the $1,000 lo«a previously dto¬ 
allowed. 

Sxampla (2). At the end of partnership 
taxable year 1055. partnership CD baa a loss 
of $30,000. Partner CS dtotrlbuUve share 
of this loes to $10,000. The adjusted basts 
of hto Interest In the partnership (xK>t tak¬ 
ing Into account hto distiibuUve share of 
such l^Ma) to $6,000, Therefore, $4D00 of the 
loss to dtoallowed. At the end of partnership 
taxable year 1966, the partnership hss no 
taxable Income or loss, but owes 88,000 to 
a bank for fhoney borrowed. Since O's share 
of this liability to 84.000, the basts of hto 
partnership Interest to Increased from xero to 
84.000. (See sections 753 and 723. and 
If 1.752-1 and 1.733-1. O to allowed the 
84.000 loss, dtoallowed for the preceding year 
under secUon 704 (d), for hto taxable year 
within or with which partnership taxable 
year 1966 enda. 

example (J). At the end of partnership 
taxable year 1955, partner C ha* the follow¬ 
ing dtotxlbuUve share of partnership Items 
described In section 703 (a): long-term capi¬ 
tal loss, 84.000: short-term capital loss, 
83.000; income as described In section 703 (a) 
(0), 84.000. Partner C's adjusted basis for 
hto partnership interest at the end of 1950, 
before adjustment for any of the above items, 
to 81.000. As adjusted under aecUon 706 (a) 
(1) (A), C*a basis to Increased from 81.000 to 
85.000 at the end of the year. C's total dis¬ 
tributive share of partnership loea to 86.000. 
Since without rega^ to losses, C baa a basis 
of only $5,000. O la allowed only $5,000/86.000 
of each loca. that to. 83.839 of hto long-term 
capital lose, and 81.667 of hto short-term 
capital loss. C must carry forward to euc- 
ceediiig taxable years $667 as a long-term 
capital lose and $339 as a short-term capital 
loss. 

(e) Family partnerships —(1) In yen- 
oral —(1> Introduction, The production 
of Income by a partnership to attribu¬ 
table to the capital or services, or both, 
contributed by the partners. The pro¬ 
visions of subchapter K are to be read 
in the light of their relationship to sec¬ 
tion 61, which requires, inter alia, that 
Income be taxed to the person who earns 
it through hto own labor and skill and the 
utilization of hto own capital. 

(ii) Recognition of donee as partner. 
With respect to partnerships In which 
capital to a material Income-producing 
factor. secUon 704 (e) (1) provides that 
a person shall be recognized as a partner 
for income tax purposes if he owns a 
capital Interest in such a partnership 
whether or not such interest to derived 
by purchase or gift from any other per¬ 
son. If a capiul interest in a partner¬ 
ship in which capital to a material in¬ 
come-producing factor to created by gift, 
section 704 (e) (2) provides that the 
dtotribuUve share of the donee under the 
partnership agreement shall be includi¬ 
ble in hto gross income, except to the ex¬ 
tent that such distributive share to 
determined without aHowance of rea¬ 
sonable compensation for services ren¬ 
dered to the partnership by the donor, 
and except to the extent that the portion 
of such distributive share attributable to 
donated capital to proportionately 
greater than the share of the donor at¬ 
tributable to the donor's capital. For 


rules of allocation In such cases, see sub- 
paragraph (3) of this paragraph. 

(Ill) Requirement of complete tram- 
fer to donee, A donee or purchaser of 
a capital interest in a partnership to not 
recognized as a portner under the prin¬ 
ciples of section 704 (e) (l) unless such 
interest to acquired in a bona fide trans¬ 
action, not a mere sham for tax avoid¬ 
ance or evasion purposes, and the donee 
or purchaser to the real owner of such 
interest. To be recognized, a transfer 
must vest dominion and contol of the 
partnership interest In the tranxferet. 
The existence of such dominion and con¬ 
trol in the donee is to be determined 
from all the facts and circumstances, 
A transfer to not recognized If the trans¬ 
feror retains such incidents of owner¬ 
ship that the transferee has not acquir^ 
full and complete ownership of the part¬ 
nership interest. Transactions bctveni 
members of a family will be closrfy 
scrutinized, and the circumstances, not 
only at the time of the purported trans¬ 
fer but also during the periods preced¬ 
ing and following it, will be taken into 
consideration in determiniiu; the bona 
fides or lack of bona fides of the pur¬ 
ported gift or sale. A partnersiiip may 
be recognized for Income lax purpoMS 
as to some partners but not as to othem 

(iv) Capital as a material income^ 
producina factor. For purposes of sec¬ 
tion 704 (e) (1), the determination as to 
whether (mpital in a material income- 
producing factor must be made by refer¬ 
ence to all the facts of each case. Capi¬ 
tal Is a material income-producing factor 
if a substantial portion of the gross in¬ 
come of Uie business Is attributable to 
the employment of capital in the busi¬ 
ness conducted by the partnership. In 
general, capital to not a material income- 
producing factor where the Income of the 
business consists principally of fees, 
commissions, or other compensation for 
personal services performed by membert 
or employees of the partnership On the 
other hand, capital to ordinarily a ma¬ 
terial Income-producing factor if the 
operation of the business requires sub¬ 
stantial inventories or a substantial in¬ 
vestment In plant! machinery, or other 
equipment . 

Cv) Capital interest in a partnership* 
Pbr purposes of section 704 <c), a capi¬ 
tal Interest In a partnership means on in¬ 
terest in the assets of the partnership, 
which to distributable to the owner of the 
capital interest upon his withdrawal 
from the partnership or upon Uquidatlon 
of the partnership. The mere right w 
participate in the earnings and profits or 
a partnenship to not a capital interest m 
the partnership. 

(2) Basic tests as to oumerMp^^v 
In general, Wiiethcr an alleged par^ 
who to a donee of a capital interest in • 
partnership to the real owner of 
capital interest, and whether the 
has dominion and control over si»h 
terest. must be ascertained from ob we 
facts and circumstances of the partlcuiw 
case. Isolated facts are not determina¬ 
tive; the reality of the donee's own^ 
ship to to be determined in the 
the transaction as a whole. The exe^* 
tion of legally sufficient and trrevocajw 
deed» or other Instruments of gift unaw 
State law is a factor to be taken Into ac- 
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count but U not determinative of owner- 
fbip by the donee for the purposes of 
lecUon 704 <e>. The reality of the trans¬ 
fer and of the donee's ownership of the 
property attributed to him are to be as- 
cet^ned from the conduct of the parties 
vilh respect to the alleged gift and not 
by any mechanical or formal test. Some 
of the more important factors to be oon- 
lidercd In determining whether the donee 
bos acquired ownership of the capital 
tniercst in a partnership are indicated In 
subdivisions tU> to (x), inclusive, of this 
subparagraph. 

<U> Retained controls. The donor 
may have retained such contreds of the 
interest which he has purported to trans¬ 
fer to the donee that the donor should 
be treated as remaining the substantial 
owner of the interest. Controls of par¬ 
ticular significance include, for example, 
the following: 

(a) Retention of control of the dis¬ 
tribution of amounts of income or re¬ 
strictions on the distributions of amounts 
of income (other than amounts retained 
in the partnership annually with the 
OQQsenl of the partners, including the 
dooce partner, for the reasonable needs 
of the business). If there is a partner- 
ihlp agreement providing for a manag¬ 
ing partner or partners, then amounts 
of Income may be retained in the pert- 
nonhlp without the acQUlescence of all 
the partners if such amounts are re¬ 
tained for the reasonable needs of the 
business. 

<b) Limitation of the right of the 
donee to liquidate or sell his interest in 
the partnership at his discretion w ithout 
financial detriment. 

(c) Retention of control of assets es- 
•«^tlal to the business (for example, 
Ihnwgh retention of assets leased to the 
alleged partnership), 

(d) Retention of management powers 
inconsistent with normal relationships 
ojnoog partners. Retention by the donor 
or control of business management or of 

control, such as is common in or- 
otoory business relationsliips. Is not by 
wlf to be considered as inconsistent 
onth normal relationships among part- 
Jcn. provided the donee is free to liqui¬ 
date his interest at his discretion with¬ 
out financial detriment. The donee shall 
be considered free to liquidate his 
interest unless, considering all the facts, 
it ii evident that the donee is independ¬ 
ent of the donor and has such maturity 
OM understanding of his rights as to be 
^Pable of deciding to exercise, and 
^pable of exercising, his right to wlth- 

his capital interest from the 
t*rtnershlp. 


existence of some of the indica( 
^tols, though amounting to less th 
jwttntial ownership retained by 1 
may be considered along ^w 
facts and circumstances as tend] 
th© lack of reality of the pa 
^'^Ip Interest of the donee, 
mil Indirect controls. Controls I 
nsisteni with ownership by the doi 
Tjf w exercised indirectly as wcU 
example, through a sej 
^ wincss organization, estate, in 
ttiPK 1 t)r other partnership. Wh 
“J^i^lrcct controls e^lst. the real 
^ Qonee's interest will be dctennii 


as if such controls were exercisable di¬ 
rectly. 

(Iv) Participation in manaffement. 
Substantial participation by the donee 
in the control and management of the 
business (including participation in the 
major policy decisions alTecting the busi¬ 
ness) is strong evidence of a donee part¬ 
ner's exercise of dominion and control 
over his interest. Such participation 
presupposes sufficient maturity and ex¬ 
perience on the part of the donee to deal 
with the business problems of the part¬ 
nership. 

(V) Income distributions. The actual 
distribution to a donee partner of the 
entire amount or a major portion of his 
distributive share of the business income 
for the sole benefit and use of the donee 
is substantial evidence of the reality of 
the donee's interest, provided the donor 
has not retained controls inconsistent 
with real ownership by the donee. 
Amounts distributed are not considered 
to be used for the donee's sole benefit if. 
for example, they are deposited, loaned, 
or invested in such manner that the 
donor controls or can control the use or 
enjoyment of such funds. 

<vi) Conduct of partnership business. 
In determining the reality of the donee's 
ownership of a capital interest In a part¬ 
nership. consideration shall be given to 
whether the donee is actually treated os 
a partner in the operation of the busi¬ 
ness. Whether or not the donee has 
been held out publicly as a partner in the 
conduct of the business, in relations with 
customers, or with creditors or other 
sources of financing. Is of primary sig¬ 
nificance. Other factors of significance 
in this connection include: 

(a) Compliance with local partner¬ 
ship. fictitious names, and business reg¬ 
istration statutes. 

(b) Control of business bank accounts. 

(c) Recognition of the donee's rights 
in distributions of partnership property 
and profits. 

(d) Recognition of the donee's inter¬ 
est in insurance policies, leases, and other 
business contracts and in litigation af¬ 
fecting business. 

(e) The existence of written agree¬ 
ments. records, or memoranda, contem¬ 
poraneous with the taxable year or years 
concerned, establishing the nature of 
the partnership agreement and the 
rights and liabilities of the respective 
partners. 

if) Filing of partnership tax returns 
as required by law. 

However, despite formal compliance 
with the above factors, other circum¬ 
stances may indicate that the donor has 
retained substantial ownership of the 
interest purportedly transferred to the 
donee. 

(vii) Trustees as partners. A trustee 
may be recognized as a partner for in¬ 
come tax purposes under the principles 
relating to family partnerships generally 
as applied to the particular facts of the 
trust-partnership arrangement. A trus¬ 
tee who is unrelated to and independent 
of the grantor, and who participates as 
a partner and receives distribution of 
the income distributable to the trust, will 
ordinarily be recognized as the legal 
ow'ner of the partnership interest which 


he holds in trust unless the grantor has 
retained controls inconsistent with such 
ownership. However, if the grantor Is 
the trustee, or if the trustee is amenable 
to the will of the grantor, the provisions 
of the trust instrument (particularly as 
to whether the trustee is subject to the 
responsibilities of a fiduciary>« the pro¬ 
visions of the partnership agreement, 
and the conduct of the parties must all 
be taken into account in determining 
whether the trustee in a fiduciary capac¬ 
ity has become the real owner of the 
partnership interest. Where the grantor 
(or person amenable to his will) is the 
trustee, the trust may be recognized as 
a partner only if the grantor (or such 
other person) in his participation In the 
affairs of the partnership actively repre¬ 
sents and protects the interests of the 
beneficiaries in accordance with the 
obligations of a fiduciary and does not 
subordinate such interests to the inter¬ 
ests of the grantor. Furthermore, if the 
grantor (or person amenable to his will) 
is the trustee, the following factors will 
be given particular consideration: 

(a) Whether the trust is recognized as 
a partner in business dealings with cus¬ 
tomers and creditors, and 

(5) Whether, if any amount of the 
partnership income is not properly re¬ 
tained for the reasonable needs of the 
business, the trust's share of such amount 
is distributed to the trust annually and 
paid to the beneficiaries or reinvested 
with regard solely to the interests of the 
beneficiaries. 

(viil) Interests (not held in trust) of 
minor children. Except where a minor 
child is shown to be competent to manage 
his own property and participate in the 
partnership activities in accordance with 
his interest in the property, a minor child 
generally will not be recognized as a 
member of a partnership unless control 
of the property is exercised by another 
person as fiduciary for the sole benefit of 
the child, and unless there is such judi¬ 
cial supervision of the conduct of the 
fiduciary as is required by law. The use 
of the child's property or Income for sup¬ 
port for which a parent is legally re¬ 
sponsible will be considered a use for the 
parent's benefit. "Judicial supervision 
of the conduct of the fiduciary" includes 
filing of such accountings and reports as 
are required by law of the fiduciary who 
participates In the alTairs of the partner¬ 
ship on behalf of the minor. A minor 
child will be considered as competent to 
manage his own property if ho actually 
has sufficient maturity and experience to 
be treated by disinterested persons as 
competent to enter business dealings and 
otherwise to conduct his aiTairs on a 
basis of equality with adult persons, not¬ 
withstanding legal disabilities of the 
minor under State law. 

Ux> Donees as limited partners. The 
recognition of a donee's Interest In a 
limited partnership will depend, as in 
the case of other donated Interests, on 
whether the transfer of property Is real 
and on whether the donee has acquired 
dominion and control over the interest 
purportedly transferred to him. To bo 
recognized for Fedeal income tax pur¬ 
poses. a limited partnership must be or¬ 
ganized and conducted in accordance 
with the requirements of the applicable 
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Stale limited-partnership law. The ab¬ 
sence of servicca and participation in 
management by a donee In a limited 
partnership is immaterial if the limited 
partnership meets all the other require¬ 
ments prescribed in this paragraph. If 
the limited partner's right to transfer or 
liquidate his interest is subject to sub¬ 
stantial restrictions (for example, where 
the interest of the limited partner is not 
asaignablo in a real sense or where such 
interest may be required to be left in the 
business for a long term of years), or if 
the general partner retains any other 
control which substantially limits any of 
the rights which w^ould ordinarily be 
exercisable by unrelated limited part¬ 
ners in normal business relationships, 
such restrictions on the right to transfer 
or liquidate, or retention of other con¬ 
trol, will be considered strong evidence 
as to the lack of reality of ownership by 
the donee. 

(X) Motive, If the reality of the 
transfer of interest is satisfactorily 
established, the motives for the trans¬ 
action are generally immateiiah How¬ 
ever. the presence or absence of a tax- 
avoidance motive Is one of many factors 
to be considered in determining the 
reality of the ownership of a capital 
interest acquired by gifL 

(3) Allocation of family partnership 
income —(i) In general, (a) Where a 
capital interest in a partnership in which 
capital Is a material income-producing 
factor is created by gift, the donee's dis¬ 
tributive share shall be includible in his 
gross income, except to the extent that 
such share is determined without allow¬ 
ance of reasonable compensation for 
services rendered to the partnership by 
the donor, and except to the extent that 
the portion of such distributive share 
attributable to donated capital is pro¬ 
portionately greater than the distribu¬ 
tive share attributable to the donor’s 
capital. For the purpose of section 704. 
a capital interest in a partnership pur¬ 
chased by one member of a family from 
another shall be considered to be created 
by gift from the seller, and the fair mar¬ 
ket value of the purchased interest shall 
be considered to be donated capital. 
The '’family” of any individual, for the 
purpose of the preceding sentence, shall 
include only his spouse, ancestors, and 
• lineal descendants, and any trust for the 
primary benefit of such persons. 

(b) To the extent that the partner¬ 
ship agreement does not allocate the 
partnership income In accordance w^lth 
(0) of this subdivision, the distributive 
shares of the partnership income of the 
donor and donee sliall be reallocated by 
making a reasonable allowance for the 
services of the donor and by attributing 
the balance of such income (other than 
a reasonable allowance for the services, 
if any, rendered by the donee) to the 
partnership capital of the donor and 
donee. The portion of income. If any, 
thus attributable to partnership capital 
for the taxable year shall be allocated 
between the donor and donee in accord¬ 
ance with their respective interests in 
partnership capital. 

(c) In determining a reasonable al¬ 
lowance for services rendered by the 
partners, consideration shall be given to 


an the facts and circumstances of the 
business, including the fact that some of 
the partners may have greater manage¬ 
rial responsibility than others. There 
shall also be considered tlie amotmt that 
would ordinarily be paid in order to ob¬ 
tain comparable services from a person 
not having an interest In the partner¬ 
ship. 

(d) The distributive shore of i>artner- 
ship income, as determined under (b) of 
this subdivision, of a partner arho ren¬ 
dered services to the partnership before 
entering the Armed Forces of the United 
States shall not be diminished because of 
absence due to military service. Such 
distributive share shall be adjusted to 
reflect increases or decreases in the cap¬ 
ital interest of the absent partner. How¬ 
ever. the partners may by agreement 
allocate a smaller share to the absent 
partner duo to his absence. 

(ii) Special rules. <a) The provisions 
of subdivision (i) of this subparagraph, 
relating to allocation of family partner¬ 
ship income, arc applicable where the 
interest in the partnership is created by 
gift, indirectly or directly. Where the 
I>artncrship interest is created indirectly, 
the term "donor” may include persons 
other than the nominal transferor. This 
rule may be illustrated by the following 
examples: 

Example (i). A fsther gives property to 
his son who shortly tbereslter oonveys the 
property to a partoenbip coDsUUag of the 
father and the eon. The partnership Interest 
ol the eon may be considered created by gift 
and the father may be considered the donor 
of the eon's partnermhip Intereat. 

Example (S). A father, the owner of a 
business conducted as a eole proprietorship, 
transfers the buslneae to a partnership con¬ 
sisting of his wife and himself. The wife 
subsequently conveys her interest to their 
son. In such case, the father, m well as the 
mother, may be considered the donor of the 
son's partnership interest. 

Example (J>. A father makes a gift to his 
son of stock in the family corporation. The 
corporation la subeequently liquidated. The 
son later contributes the property received In 
the liquidation of the corporation to a poru 
nershlp consisting of hla father and himself. 
In such case, for purposes of section 704. the 
son's partnership Interest may bo considered 
created by gift and the father may be con¬ 
sidered the donor of his son’s partnership 
interest. 


(4) Purchased interest —(I) Jn pen- 
eraL If a purported purchase of a capi¬ 
tal interest in a pai^ershlp does not 
meet the requirements of subdivision 
(U) of this subparagraph, the ownership 
by the transferee of such capital interest 
will be recognized only if it quaujoes 
under the requirements applicable to a 
transfer of a partnership IntercM by 
gifts. In a case not quallfsing under 
subdivision (ii) of this subparagraph, if 
payment of any part of the purchase 
price U made out of partnership earn¬ 
ings. the transaction may be regarded in 
the same light as a purported gift sub¬ 
ject to deferred enjoyment of inconie. 
Such a transaction may be lacking in 
reality either as a gift or as a bona fide 
purchase. 

(ii) Tests as to reality of purcha^rd ia- 
terests. A purchase of a capital interest 
in a partnership, cither directly or by 
means of a loan or credit extended by a 
member of the family, will be recognized 
as bona fide if: 

(a) It can be shown that the purchase 
has the usual characteristics of an arm's- 
length transaction, considering all rele¬ 
vant factors, including the terms of the 
purchase agreement (as to price, due date 
of payment, rate of interest, and security, 
if any) and the terms of any loan or 
credit arrangement collateral to the pur¬ 
chase agreement; tlie credit standing of 
the purchaser (apart from relationship 
to the seller) and the capacity of the pur¬ 
chaser to incur a legally binding obliga¬ 
tion; or 

(b) It can be shown. In the absence of 
characteristics of an arm's-length trans¬ 
action. that the purchase was genuiody 
intended to promote the success of the 
business by securing participation of the 
purchaser in the b^iness or by adding 
his credit to that of the other partici¬ 
pants. 

However, if the alleged purchase price 
or loan has not been paid or the obliga¬ 
tion otherwise discharged, the factors in¬ 
dicated in subdivisions (a) and (b) o» 
this subdivision shall be taken Into ac¬ 
count only as an aid In determining 
whether a bona fldc purchase or loan 
obligation existed. 

S 1.705 Statutory provisions; deter¬ 
mination of basis of partner's interest 


(b) The allocation rules set forth In 
section 704 (e) and subdivision (i) of 
this subparagraph apply in any case in 
which the transfer or creation of the 
partnership interest has any of the sub¬ 
stantial characteristics of a gift. Thus, 
allocation may be required where trans¬ 
fer of a partnership interest Is made be¬ 
tween members of a family (including 
collaterals) under a purported purchase 
agreement, if the characteristics of a gift 
are ascertained from the terms of the 
purchase agreement, the terms of any 
loan or credit arrangements mode to 
finance the purchase, or from other rele¬ 
vant data. 

(c) In the case of a limited partner¬ 
ship. for the purpose of the allocation 
provisions of subdivision (1) of this sub¬ 
paragraph. consideration shall be given 
to the fact that a general partner, unlike 
a limited partner, risks his credit in the 
partnership business. 


6tc, 70S. Determination of 
ner^B intereet^{%) General rule. The w- 
Justod boalf of a partner's interest In a pert- 
nershlp shall, except mi provldsd 
■utMection (b), be the basis of such 
determined under ■ectlon 72a <**^®^*“* ” 
contribuUoDB to a partnership) or sectw 
742 (relating to transfers of pnrtnerrfUp w 
lereetB)— , . 

(1) Increased by the sum of his dtotrW 
tlve share for the taxable year and pm 
CAZAblO VAAIV 

(A) Taxable Income of the partnenW “ 

determined tmder section 703 (a). ^ 

(B) Income of the partnership exemp« 
from tax under this title, and 

(C) The excess of the deducUoni for ^ 
pleUoD over the bosU of the property sudjsc» 
to depletion; and 

(2) Decreased (but not below 
dtstiibutlons by the partnership 

In eecUon 733 and by the sum of nw 
IrlbutiTe share for the taxable year 
prior taxable years of—> . 

(A) Losses of the partnership. ^ 

(B) Expenditures of the pertne«WP ^ 
deductible in computing Its taxable m 
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tod not propcrij ehorgrablo to capital ac- 
ocmnt. 

Alternative rule. The 8ocr«tary or hit 
than preacrlbe by regulatlona tht 
circumctaziooi under which the adjujtcd 
of a partner*! Interest In a parlnerahlp 
m*y be determined by reference to hii pro* 
poitlonate there of the adjusted baalt of 
ptftner«hip property upon a termination of 
Um iMkrtnerahlp. 

1 1,705-1 Determination of basis of 
partncr*s interest —<a) General rute, 
il> Section 705 and this section provide 
rules for determininu the adjusted basis 
of a partner's interest in a partnership. 
A partner is required to determine the 
adjusted basis of his interest in a part* 
DOThlp only when necessary for the de¬ 
termination of his tax liability or that of 
any other person. The determination of 
the adjusted basis of a partnership inter¬ 
est is ordinarily made as of the end of a 
patncrshlp taxable year. Tlius. for ex¬ 
ample, such year-end determination is 
Deees.uiry in ascertaining the extent to 
which a partner's distributive share of 
partnership losses may be allowed. See 
section 704 (d). However, where there 
has been a sale or exchange of all or a 
part of a partnership interest or a liqui¬ 
dation of a partner’s entire interest in a 
partnership, the adjusted basis of the 
partner's interest should bo determined 
as of the date of sale or exchange or 
Uqutdation. The adjusted basis of a 
partner’s interest In a partnership is de¬ 
termined without regard to any amount 
shown In the partnership books as the 
partner’s •’capital”, equity”, or similar 
account. For example, A contributes 
property with an adjusted basis to him of 
MOO (and a value of $1.000) to a partner- 
ihlp, B contributes $1,000 cash. While 
under their agreement each may have a 
''capital account” in the partnership of 
thOOO. the adjusted basis of A's inter- 
tst U only $400 and B’s Interest $1,000. 

(2) The original basis of a partner's 
Interest in a partnership shall be de¬ 
termined under section 722 (relating to 
contributions to a partnership) or sec¬ 
tion 742 (relating to transfers of part¬ 
nership interests) • Such basis shall be 
increased under section 722 by any fur- 
U)cr contributions to the partnership 
»nd by the sum of the partner's distribu¬ 
tive share for the taxable year and prior 
taxable years of— 

U) Taxable income of the partner- 
wlp as determined under section 703 
(SI, 

<ll> Tax-exempt receipts of the part¬ 
nership, and 

hii) The excess of the deductions for 
depletion over the basis of the depletablc 
property, 

^3^ The basis shall be decreased (but 
fi?! zero) by distributions from 

™ partnership as provided in section 
by the sum of the partner's dis- 
“^tlve share for the taxable year and 
Pflnr taxable years of-^ 

ID Partnership losses (including cap¬ 
ital losses), and 

tii) Partnership expenditures which 
not deductible in computing partner- 
taxable Income or loss and which 
not capital expenditures • 

Por the effect of llabUitios in de- 
j^rmining the amount of contributions 
™de by a partner to a partnership or 
Ko, loo-5 


the amount of distributions made by a 
partnership to a partner, see section 752 
and 1 1.752-1, relating to the treatment 
of certain liabilities. In determining the 
basis of a partnership interest on the 
effective date of subchapter K or any 
of the sections thereof, the partner's 
share of partnership UabUlUes on that 
date shall be included. 

(b) Alternative rule. In certain coses, 
the adjusted basis of a partner’s interest 
in a partnership moy be determined by 
reference to the partner's share of the 
adjusted basis of partnership property 
which would be distributable upon ter¬ 
mination of the partnership. The alter¬ 
native rule may be used to determine the 
adjusted basis of a partner's interest 
where circumstances are such that tho 
partner cannot practicably apply the 
general rule set forth In section 705 (a) 
and ];>aragraph (a) of this section, or 
where, from a consideration of all the 
facts, it Is, In the opinion of the Com¬ 
missioner, reasonable to conclude that 
the result produced will not vary sub¬ 
stantially from the result obtainable 
under the general rule. Where Uie alter¬ 
native nile Is used, adjustments may be 
necessary In determining the adjusted 
basis of a partner's Interest in a part¬ 
nership. Adjustments would be re¬ 
quired, for example, in order to reflect 
in a partner's share of the adjusted basis 
of partnership property any signlflcant 
discrepancies arising as a result of con¬ 
tributed property, transfers of partner¬ 
ship interests, or distributions of prop¬ 
erty to the partners. The operation of 
the alternative miles may be illustrated 
by the following examples: 

Bzample (2). The ABC partnmhlp. In 
whlcU A. B. and C arc equal partnera. owna 
varloU! properties with a total adjuated basis 
of $1,500 and haa earned and retained an ad¬ 
ditional $1,500. Ttie toUl adjuated baaia of 
partnenblp property la tbua $3,000. Each 
partner*8 share In the adjtisted baaia of part¬ 
nership property la one-third of this amount, 
or $l.(X)0. Under the alternatlre rule, this 
amount represents each partner’s adjusted 
basis for his partnership InteresU 

Bzamplc (I). Assume that partner A in 
example (1) of this paragraph sells his part¬ 
nership Interest to D for $1,350 at a Urns 
when the partnership property with an ad¬ 
justed basis of $1,500 had aps^reclated In 
value to $9,000, and when tlie ptutnershlp 
eiao had $760 In cash. The total adjusted 
basis of all partnership property Is $3,350 and 
the value of such property Is $3,750. D*s 
basis for his partnership Interest is hia cost. 
$1,360. However, his one-third share of the 
adjuated basis of partnership property Is only 
$750. Therefore, for the purposes of the 
altemstlve rule. D has an adjustment of $600 
In determining the basis of hla Interest. 
•This amount repreaents the difference be¬ 
tween the coat of his partnership Interest and 
hla ahare of partnership basis at the time of 
hla purchase. If the partnership aubea- 
quently earns and retains an additional 
$1,500. Its property will have an adjusted 
basis of $3,750. DW adjusted basis for his 
Interest under the alternative rule la $1,750, 
determined by adding $500, his boats adjust¬ 
ment to $1250 <hls one-thfrd share of the 
$3,750 ad|u>(^ basis of partnership prop¬ 
erty) . If the partnership distributee $260 to 
each partner In a current dlitrtbutlon. D's 
adjusted basla for his Interest will be $1,500 
($1,000. his one-third ahare of the remaining 
basis of parmereblp property, $3,000, plus hie 
basis adjustment of $500) • 

Example (3), Assume that BCD partner¬ 
ship In example (2) of this paragraph oon- 


Unuoa to operate. In 1900, D proposes to 
sell hlB partnership Interest and wishes to 
evaluate the tax consequences of such sale. 
It is necessary, therefore, to determine the 
adjusted basis of his Interest In the part¬ 
nership. Assume further that D cannot de¬ 
termine the adjusted basis of hla Interest 
under the general rule. The balance sheet 
of the BCD partnership U as follows: 


* 

AmtU 

tojr 1 

Cash .... 

I3.00C 

ULfHO 

Rerrlmhlr*.. 

iViertrliiblp |«r<]perty.. 

LotMl hrM lur tn%v«(tuMit,..,, 

ToUl-,,__ 

4. mi 
MVXI 
utmi 

1 IMAI 

It mi 

3(1 IMMI 

30^000 

u UlC 


LUhltUbtflsnil cat^lsl 

per hooki 

IhMIlflef. . . .. 

t occounu: 

PVOfO 

4. VO 
4. .VO 

Total- _ 

30. (AO 


The $1S.(M)0 representing the amount of D‘s 
capital account docs not reflect the $500 basla 
adjustment arising from D*s purchase of hla 
interest. See example (2) of this paragraph. 
The adjusted basis of D‘a partnership Interest 
determined under the alternative rule Is as 
follows! 

D*B shore of the adjusted basts of 
partnership property (reduced by 
the amount of llabUIUee) at time 
of proposed sale.........,,^.*.^ $15,000 

D'S share of partnership llabllltiea 
(under the partnership agreement 
UabUlUes are shared equally).... 3.000 

D*8 basis adjustment from example 

(2)___ 600 


Adjusted basts of IXe Interest 
at the Ume of proposed sale, 
as determined under aJter- 
naUve rule___..... 17. 500 

1 1.706 5fa(fi/ory jnrovisfons: taxable 
years of partner and partnerships, 

Bxc, TOO. Taxable yean of partner and 
parinerghip—tm) Year In loHIcA partnership 
Income Is Includible. In oompuUng the tax¬ 
able income of a partner for a taxable 
year, the inclustona required by section 703 
and eecUon 707 (c) with respect to a part¬ 
nership shall be based on the income, gain, 
loss, deduction, or credit of tho partnership 
for any taxable year of the partnership end¬ 
ing within or with the taxable year of tho 
partner. 

(b) Adoption of taxable year—(i) Parf- 
nership’g taxable year. The taxable year of 
a partnerehlp shall be determined as though 
the partnership were a taxpa 3 rer. A part- 
nership may not change to, or adopt, a tax¬ 
able year otber than that of all lU principal 
partnoni unless It eatablishce. to the aatis- 
foetton of the Secretary or his delegate, a 
business purpose therefor. 

(2) Partnera taxable year, A partner may 
not change to a taxable year other than that 
of a partnership In which he is a principal 
jMutner unlesa be eatabUshes, to the saUs- 

lactlon of tbs Secretary or his delegate, a 
business purpoee therefor. 

(3) Principal partner. For the purpose 
of this subsection, a principal partner is a 
partner having an Interest of 5 percent or 
more In partnership profits or capitaL 

(o) ClOiiny of partnership year —<i) Gen¬ 
eral rule. Except In the case of a termination 
of a partncnhlp and except as provided In 
paragraph (3) of this subaecUon, the taxable 
year of a partnership shall not close as the 
rmrult of the death of a partner, the entry 
of a new partner, the UquldaUan of a part- 
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Intmit In p<irtnenhlp. or the «il« 
or exchange ot a partner's luterett In the 
partnership. 

(2) Parmer leho retires or sells interest 
in partnership —(A) iXsposltlon o/ entire 
interest. The uxnble year ol a partnership 
shall close— 

(1) With respect to a partner vho sells or 
exchanges bis entire Interest In a partner¬ 
ship. and 

UU With respect to a partner whose inter¬ 
est Is liquidated, except that the taxable year 
of a partnership with respect to a partner 
who dies shall not close prior to the end of 
the partnership's taxable year. 

Such partner's dUtrlbxitlve share of Itema 
described In section 702 (a) for such year 
shall be determined, under regulations pre¬ 
scribed by the Secretary or his delegate, for 
the |M3rtod ending srlth such sale, exchange, 
or liquidation. 

(B> DispoiHtion of lens than entire interest. 
The taxable year of a partnership shall not 
close (other than at the end of a partner¬ 
ship's taxable year as determined under sub¬ 
section (b) (1)1 with respect to a partner 
who sells or exchanges leu than his entire 
Interest In the partnership or with respect 
to a partner whose Interut Is reduced, but 
such partner's distrlbutlre share of items 
described In section 702 (a) shall be deter¬ 
mined by taking Into account hU eorylng 
Interests in the partnership during the tax¬ 
able year. 

I 1.70^1 Taxable years or partner 
and partnership —Tear in which 
partnership income is includible, (1> 
In computing hin taxable income for a 
taxable year, a partner Is required to In¬ 
clude his distributive share of partner¬ 
ship items set forth in section 702 for any 
partnership year ending within or with 
his taxable yean A partner shall also 
Include in his taxable Income for a tax¬ 
able year "guaranteed payments** under 
section 707 <c> which are made to him 
In a partnership taxable year ending 
aithin or with his taxable year. The 
provisions of this subparagraph may be 
illustrated by the following example: 

Example, Partner A reports his Income 
for a calendar year, while the ptvrtnrrshlp of 
which he Is a member reperts Its Income for 
a fiscal year ending May 31. During the 
partnership taxable year ending May 31. 
195d. A received guaranteed paymenta of 
$1,200 for services and for the use of capital, 
or this amount. $700 was received by A be¬ 
tween June 1 and December 31. lOSS. and 
the remaining $500 waa received by him 
between January 1 and May 31. 1056. This 
0 entire $1,200 received by A Is Includible In 
his taxsblo Income for the calendar year 
1056 (together with hie distributive share 
of partnership Items aet forth In section 702 
for the partnership taxable year ending 
May 31. 1056). 

(2) If a partner receives distributions 
under section 731 or sells or exchanges 
all or part of his partnership Interest, 
any gain or loss arising therefrom does 
not constitute partnership income and is 
Includible in the partner's gross income 
for his taxable year In which the pay¬ 
ment is made. See sections 451 and 461. 

<b> Adoption or change in taxable 
pear —<1) Partnership taxable year, 
<1> The taxable year ot a partnership 
shall be determined as Uiough the part¬ 
nership were a taxpayer. 

(ID A newly formed partnership may 
adopt a taxable year which is the same 
as the taxable year of all its principal 
partners (or the same as the taxable 
year to which all of its principal partners 
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arc concurrently changing) without se¬ 
curing prior approval from the Commis¬ 
sioner, or it may adopt a calendar year 
without securing prior approval from 
the Commissioner if all its principal 
partners are not on the same taxable 
year. In afty other case, a newly formed 
partnership must secure prior approval 
from the Commissioner for the adoption 
of a taxable year. 

(lii> An existing partnership may not 
clmngc its taxable year without securing 
prior approval from the Commissioner, 
unless all its principal partners have the 
same taxable year to which the partner¬ 
ship changes, or unless all its principal 
partners concurrently change to such 
taxable year. 

<2i Partner*$ taxable year, A part¬ 
ner may not change his taxable year 
without securing prior approval from 
the Commissioner. See section 442 and 
the regulations thereunder. 

(3) Principal partner. For the pur¬ 
pose of this paragraph, a principal part¬ 
ner is a partner having an interest of 5 
percent or more in partnership profits or 
capital. 

<4» Application for approval —(1) 
Change. Application for a change ia^ 
taxable year shall be filed on Form 1123 
with the Commissioner on or before the 
last day of the month following the close 
of the short period for which a return Is 
required to ettcct the change of taxable 
year. 

(ID Adoption, Where a newly formed 
partnership is required to secure prior 
approval from the Commissioner for the 
adoption of a taxable year, the partner¬ 
ship shall file an application on Form 
1128 with the Commissioner on or before 
the last day of the month following the 
close of the taxable year to be adopted. 
The partnership shall modify Form 1128 
to the extent necessary to indicate that 
it Is an application for adoption of a 
taxable year. 

<IU) Business purpose. Where prior 
approval Is required under this para¬ 
graph. the applicant must establish a 
business purpose to the satisfaction of 
the Commissioner. For example, part¬ 
nership AB, which Is on a calendar year, 
is engaged In a business which has a 
natural business year (the annual ac¬ 
counting period encompassing all related 
income and expenses) ending on Sep¬ 
tember 30th. The intention of the part¬ 
nership to make its tax year coincide 
with such natural business year consti¬ 
tutes a sufficient business purpose. 

(6) Returns —<D Partner, A partner 
who changes his taxable year shall 
make his return for a short pericxl In 
accordance with section 443. and shall 
attach to the return a copy of the letter 
from the Commissioner granting ap¬ 
proval for the change of taxable year. 

(ID Partnership, (a) A partnership 
which changes its taxable year shall 
make its return for a short period in 
accordance with section 443, but shall not 
annualize the partnersliip taxable in¬ 
come. *rhe paxlnershlp shall attach to 
the return either a copy of the letter 
from the Commissioner granting ap¬ 
proval of the change of taxable year, or 
a statement indicating that the partner- 
sliip is changing its taxable year to the 


same taxable year as that of all its prin¬ 
cipal partners or to the same taxable 
year as that to which all Its principal 
partners are concurrently changing. 

(b) Any newly formed partnership 
shall file with Its first return either: 

(1) A copy of the letter from the Com¬ 
missioner approving the adoption of a 
partnership taxable year which is not 
the same as the taxable year of all lU 
principal partners: or 

(2) A statement indicating that the 
taxable year it has adopted is the same 
as the taxable year of all its principal 
partners, or that all its principal part¬ 
ners arc concurrently changing to the 
taxable year It has adopted: or 

(3) A statement that all its principal 
partners are not on the same taxable 
year and that it is adopting a calendar 
year without prior approval. 

(6> Effective date. Section 766 (b> 
applies to any partnership which adopts 
or changes to a taxable year beginning 
on or after April 2. 1954. and to any 
partner who changes to a taxable year 
beginning on or after that date. For 
the purpose of applying this provision, 
section 708 (relating to the continuation 
of a partnership) applies to any such 
taxable year. See section 771 »b) iD 
and S 1.771-1 (b) (1). If a partnership 
has changed to or adopted, or if a part¬ 
ner has changed to. a taxable year be¬ 
ginning on or after April 2.1954, without 
obtaining prior approval of the Commis¬ 
sioner, and If, under the provisions of 
this paragraph, prior approval is re¬ 
quired for the change or adoption, such 
annual accounting period will not be ac¬ 
cepted as a taxable year until approval 
thereof is secured. Under these circum¬ 
stances. an application to change to or 
adopt the d(^lrcd taxable year will be 
con.sidcred timely if filed within 90 days 
following the promulgation of the regu¬ 
lations under section 706. 

(c) Closing of partnership year—(D 
General rule. Section 706 <c» and this 
paragraph provide rules governing the 
closing of partnership years. The clos¬ 
ing of a partnership taxable yesr or a 
termination of a partnership for 
income tax purposes Is not necessaw 
governed by the **dls 80 lutlon**. **llqulda- 
Uon*’, etc., of a partnership under SUte 
or local law. The taxable year of a 
partnership shall not close os the rcswi 
of the death of a partner, the entry of a 
new partner, the liquidation of a 
ncr*5 entire interest In the partncrmip 
(as defined In section 761 (d)). 

sale or exchange of a portner's Inieiw 
In the paitnership. except in the case oi a 
termination of a partnership and excW 
as provided In subparagraph (2) " ^ 
paragraph. In the case of termination, 
the partnership taxable year closes lor 
all partners as of the dale of termination. 
See section 708 (b) and S 1.703-1 

(2) Partner who retires or sei/i i”* 
tercst in partnership —(D Disposition^ 
entire interest, A partnership taW*^ 
year shall close with respect to a 
who sells or exchanges his entire inie^ 
in a partnership, and with 
partner whose entire Interest to 
dated. However, a partnership 
year with respect to a 
shall not close prior to the end ot w 
partnership taxable year, or the tm* 
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when such partner's interest (held by his 
eiUte or other successor) is llQUldat^ or 
lold or exchanged, whichever is earlier. 
6ee J^ubparaaraph <3) of this paragraph. 

(U) Inclusions in taxable income. In 
the case of a sale, exchange, or liquida¬ 
tion of a partner's entire interest in a 
partnership, the partner shall Include 
in his taxable income for his taxable 
year within or witti which his member- 
ihlp in the partnership ends, his distrib¬ 
utive share of items described in section 
T02 (a>. and any guaranteed payments 
under section 707 <c), for his partner¬ 
ship taxable year ending with the date, 
of such sole, exchange, or liquidation, 
la order to avoid an Interim closing of 
the partnership books, such partner's 
dhtxibuUve share of items described In 
seeticn 702 (a) may. by agreement among 
the partners, be estimated by taking his 
pro mta part of the amount of such 
items he would have included in his tax¬ 
able Income had he remained a partner 
until the end of the partnership taxable 
year. The proratlon may be based on 
the portion of the taxable year that has 
elapsed prior to the sale, exchange, or 
liquidation, or may be determined under 
any other method that is reasonable. 
Any partner who Is the transferee of such 
partner's Interest shall include in his 
taxable income, as his distributive share 
or items de5H:ribed In section 702 (a) with 
teapect to the acquired interest, the pro 
raU part (determined by the method 
i»ed by the transferor partner) of the 
amount of such items he would have 
included had he been a partner from the 
beginning of the taxable year of the part¬ 
nership. The application of this sub¬ 
division may he Illustrated by the 
following example: 

txample, Aasutne that a parlnar aeUIng 
bh paiinenhip Interest on June 80, 1055, 
bat an Adjuated baala for hla Interest of 
WOOD on that date; that hla pro rata ahare of 
partnerahJp Income up to June 90 la 115.000; 

that he eella hia Interest for 080.000. 
Jradcf the provtalona of section 706 <o) (2). 

partnership year with respect to him 
fotm at the Ume of the sale. 'The $15,000 
ii iociudible In hla Income as hia dlsCrlbutlTe 
^are and. under aecilon 708, It Increases the 
of hia partnership Intereat to $20,000, 
la also the atlUng price of hla Intereat. 
Tberefore, no gain la realised on the tale of 
Partnership Intereat. The purchaser of 
p artnership interest aball include In hU 
“OMhe as hiw^uibutlve share hli pro rata 
of partnership Income for the remainder 
w lbs partnership taxable year. 

<3) Partner who dies, (i) When a 
If^riner dies, the partnership taxable 
year shall not close with respect to such 
Vanner prior to the end of the partner- 
taxable year. The partnership tax- 
year shall continue both for the re- 
partners and the decedent port- 
Where the death of a partner rc- 
In the termination of the partner- 
■Wp, the partnership taxable year shall 
Close for all partners on the date of such 
•*™inaUon tmder section 708 (b) (1) 

JAi. Sec also 11.7(»-l (b) ( 1 ) ( 1 ) <b) 
continuation of a 2-membcr part- 
®^^lp under cert^n circumstances 
If nf ^ ^cath of a partner. However, 
“ <leccdent pax tner's estate or other 
JJ^^wsor sells or exchanges its entire 
Interest in the partnership, or if Its en- 
^ taterest is liquidated, the partner¬ 


ship taxable year with respect to the 
estate or other succession In interest 
close on the date of such sale or ex¬ 
change. or the date of completion of the 
liquidation. 

(it) The last return of a decedent 
partner shall Include only his share of 
partnership taxable income for any part¬ 
nership taxable year or years ending 
within or wiUi the last taxable year for 
such decedent partner <L e., the year 
ending with the date of his death). The 
distributive share of partnership taxable 
income for a partnership taxable year 
ending after the decedent's last taxable 
year is includible In the return of his 
estate or otlier successor in Interest. If 
the estate or other successor in interest 
of a partner continues to share in the 
profits or losses of the partnership busi¬ 
ness. the distributive ehare thereof is 
Includible in the taxable year of the 
estate or other successor in interest 
within or with which the taxable year of 
the partnership ends. See also i 1.736-1 
(a) (1) <ii). Where the esUte or other 
successor in interest receives distribu¬ 
tions. any gain or loss on such distribu¬ 
tions Is includible in its gross income for 
its taxable year in which the distribu¬ 
tion ts made. 

CUD If a partner (or a retiring part¬ 
ner), In accordance with the terms of 
the partnership agreement, designates a 
person to succeed to his interest in the 
partnership after his death, such desig¬ 
nated person shall be regarded as a suc¬ 
cessor In Interest of the deceased for 
purposes of this chapter. Thus, where 
a partner designates his widow as the 
successor in interest, her distributive 
share of income for the taxable year of 
the partnership ending within or with 
her taxable year may be included in a 
joint return in accordance with the pro¬ 
visions of 8ections^2 and 6013 (a) <2> 
andC3). 

(iv) If. under the terms of an agree¬ 
ment existing at the date of death of a 
partner, a sale or exchange of the dece¬ 
dent partner’s interest In the partnership 
occurs upon that date, then the taxable 
year of the partnership with respect to 
such decedent partner shall close upon 
the date of death. See section 706 (e) 
(2) (A) <D. The sale or exchange of a 
partnership interest does not. for the 
purpose of this rule, include any transfer 
of a partnership Interest which occurs at 
death as a result of Inheritance or any 
testamentary disposition. 

<v) To the extent that any part of a 
distributive share of partncn^lp income 
of the estate or other successor in interest 
of a deceased partner is attributable to 
the decedent for the period ending with 
the date of his death, such part of the 
distributive share is income in respect 
of the decedent under section 691. See 
section 6dl and the regulations there¬ 
under. 

(vl> The provisions of this subpara¬ 
graph may be illustrated by the following 
examples: 

Example (f >« B has a taxable year ending 
December 81 and la a member of partnership 
ABC. the taxable year of which ends on June 
30. B dies on October 31. 1955. His esUte 
(which as a new taxpayer may. under section 
441 and the regulatlcma thereunder, adopt 
any taxable year; adopts a taxable year end¬ 


ing October 31. The return of the decedent 
for the period January 1 to October 31. 1055, 
will Include only his distributive share of 
taxable income of the partnership for Ita 
taxable year ending June 90, 1088. The dis¬ 
tributive share of taxable Income of the part¬ 
nership for Ita taxable year ending June 30, 
10S6. arising from the Interest of the dece¬ 
dents wUl he Indudlble in the return of the 
estate for Ita taxable year ending October 31, 
1956. That part of the distributive share 
attributable to the decedent for the period 
ending with the date of hla death (July 1 
through October 31. 1958) la Income In re¬ 
spect of a decedent under section 601. 

Example Assume the same facts ss 

In example (1) of this subdivision, except 
that, prior to B% death, B and D had agreed 
that, upon B's death. D would purchase B% 
Interest for $10,000. When B dies on Oc¬ 
tober 81. 1985. the partnership taxable year 
beginning July 1. 1955, eloees with respect to 
him. Therefore, the return for B*s last tax¬ 
able year (January 1 to October 31.1955) whl 
Include his distributive share of taxable in¬ 
come of the partnership for ita taxable year 
ending June 80. 1958, plus his dtsuibutlve 
■hsro of partnership taxable Income for the 
period July 1 to October 31. 1958. Bee sub- 
dlvision (iv) of thta subparagraph. 

Emmpie (3). H la a member of a partner- 
ahlp having a taxable year ending December 
31. Both H and his wife W are on a calendar 
year and Ole joint retuma. H dies on March 
31. 1955. Administration of the estate Is 
completed and the estate. Including the part¬ 
nership Interest, ts distributed to W aa 
legatee on November SO. 1955. Such dis¬ 
tribution by the estate la not a sale or ex¬ 
change of H*s partnership Interest. No part 
of the taxable Income of the partnership for 
the taxable year ending December 31. 1065. 
which ia allocable to H. will be Included In 
H's taxable Income for bis last taxable year 
(January I through March 81.1988) or In the 
taxable Income of H*b estate for the taxable 
year April 1 Uirough November 90. 1985. The 
distributive share of partnership taxable in¬ 
come for the full calendar year that la al¬ 
locable to H will be Includible In the taxable 
Income of W for her taxable year ending 
December 31. 1955. and she may file a joint 
return under sections 2 and 0018 (a) (3). 
That part of the distributive share attrib¬ 
utable to the decedent for the period endix^f 
with the date of hla death (January 1 
through March 81. 1955) Is income In re¬ 
spect of a decedent tmder section 691. 

Example (4), M Is a member of partner- 
ahlp JKM which operates on a calendar year. 
M and hla wife 8 file joint returns for calen¬ 
dar years, in accordance with the partner¬ 
ship agreement. M designated 8 to succeed 
to hla Interest In the partnership upon his 
desth. M. who had withdrawn $10,000 from 
the pnrturrahlp before hta death, dies on 
October 20, 1956, 8's distributive share of 
income for the taxable year 1955 la $18,000 
($10,000 of which representa the amount 
withdrawn by M). 6 aball Include $15,000 
In her Income, even though M received $10.- 
000 of this amount before his death. 8 may 
file a joint rettim with M for the year 1055 
under sections 2 and 6013 (a). That ]mrt 
of the $15,000 distributive share attributable 
to the decedent for the period ending with 
the date of hla death (January 1 through 
October 20. 19551 ia Income in respect of a 
decedent under section 001. 

(4) Disposition of less than entire in-- 
terest. If a partner sells or exchanges 
a part of his Interest in a partnership, 
or If the interest of a partner is reduced, 
the partnership taxable year shall con¬ 
tinue to its nonnal end. In such case, 
the partner's distributive share of items 
which he is required to Include in his tax¬ 
able income under the provisions of 
section 702 (a) shall be determined by 
taking into account his varying interests 
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In the partnemhlp during the partncr- 
lihlp taxable year in which such sale, 
exchange, or reduction ol interest 
occurred. 

(5K Transfer of interest by oift. The 
transfer of a partnership interest by gift 
does not close the partnership taxable 
year with respect to the donor. How¬ 
ever. the income up to the date of gift 
attributable to the donor’s interest shall 
be allocated to him under section 704 
<e) (2). 

i 1,707 Statutory provisions; trans¬ 
actions between partner and partnership. 

arc. 707. rransactions between partner and 
partnerMhip--‘(a} Partner not acting In ca¬ 
pacity oj partner. If a partner engages tn a 
transaction wltb a partnership other than In 
his capacity as a member of such partner¬ 
ship. the transactloo shall, except as other¬ 
wise provided in this section, be considered 
as occurring between the partnership and one 
who Is not a partner. 

(b) Certain talea or exchanges of property 
with reaped to controlled partnershipn —(1) 
Losses disallowetL No deduction shall be al¬ 
lowed in respect of losses from sales or ex¬ 
changes of property (other than an Inter¬ 
est In the partnership), directly or indirectly, 
between— 

(A) A partnership and a partner owning, 
directly or Indirectly more than SO percent of 
the captUl Interest, or the prohu Interest, 
in such partnership, or 

(B) Two partnerships In which the same 
persons own. directly or Indirectly, more than 
bO percent of the capital Interests or profits 
interests. 

In the esse of a subsequent sale or exchange 
by a tranrferee described In this paragraph, 
section 307 (d) shall be applicable as if the 
loss were disallowed under section 207 (a) 
( 1 ). 

(2) Gains treated as ordinary income. In 
the case of a sale or exchange, directly or In¬ 
directly, of property, which In the hands of 
the transferee. Is property other than a cap¬ 
ita) asset as defined In section 1221— 

<A) Between a partnership and a partner 
owning, directly or indirectly, more than SO 
percent of the capital Interest, or profits in¬ 
terest. In such partnership, or 

(B) Between two partnerships In which the 
same persons own. directly or Indirectly, more 
than 00 percent of the capital interests or 
profits Interests. 

any gain recognized shall be considered as 
gain from the sale or exchange of property 
other than a capital asset. 

(3) Ownership of a capital or profits in¬ 
terest. For purposes of paragraphs (1) and 

*(2) of this subsection, the ownership of a 
capital or profits Interest In a partnership 
shall be determined In aeoordanct with the 
rules for constructive ownership of stock 
provided In section 267 <c) other than para¬ 
graph (3) of such section. 

(e) Guaranteed payments. To the extent 
determined without regard to the Income 
of the partnership, payments to a partner 
for services or the use of capital shall be 
considered as made to one who Is not a 
member of the partnership, but only for the 
purposes of section 61 (a) (relating to groat 
Income) and section 162 (a) (relating to 
trade or business expenses), 

9 1.707-1 Transactions between part-^ 
ner and partnership —(a> Partner not 
acting in capacity as partner. A part¬ 
ner who engages in a transaction with a 
partnership other than In his capacity as 
a partner shall be treated as if ho were 
not a member of the partnership with 
respect to such transaction. Such trans¬ 
actions Include, for example, loans of 
money or property by the partnership to 
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the partner or by the partner to 
the partnership, the sale of property by 
the partner to the partnership, the pur¬ 
chase of property by the partner from 
the partnership, and the rendering of 
services by the partnership to the partner 
or by the partner to the partnership. 
Where a partner retains the ownership 
of property but allows the partnership 
to use such separately own^ property 
for partnership purposes (for example, 
to obtain credit or to secure firm 
creditors by guaranty, pledge, or other 
agreement) the transaction is treated 
as one between a partnership and a 
partner not acting in his capacity as a 
partner. However, transfers of money 
or property by a partner to a partnership 
as contributions, or transfers of money 
or property by a partnership to a partner 
os distributions, are not transactions in¬ 
cluded within the provisions of this sec¬ 
tion. In all cases, the substance of the 
transaction will govern rather than its 
form. See 9 1.731-1 (c) (3). 

(b) Cerfafn sales or exchangex of 
property with respect to controlled part¬ 
nerships — il) Losses disallowed, (i) No 
deduction shall be allowed for a loss on 
a sale or exchange of property (other 
than an interest in the partnership). di¬ 
rectly or Indirectly, between a partner¬ 
ship and a partner who owns, directly or 
Indirectly, more than 50 percent of the 
capital interest or profits interest in such 
partnership. A loss on a sale or exchange 
of property, directly or indirectly, be¬ 
tween two partnerships in which the 
same persons own, directly or indirectly, 
more than 50 percent of the capital in¬ 
terest or profits interests in each partner¬ 
ship shall not be allowed. 

(ii) If a gain is realized upon the sub¬ 
sequent sale or exchange by a transferee 
of property with respect to which a loss 
was disallowed under the provisions of 
subdivision (i) of this subparagraph, sec¬ 
tion 267 (d> (relating to amount of gain 
where loss previously disallowed) shall 
apply as though the loss were disallowed 
under section 267 (a) (1). 

<2> Oains treated as ordinary income. 
Any gain recognized upon the sale or ex¬ 
change. directly or Indirectly, of prop¬ 
erty which, in the hands of the transferee 
immediately after the transfer, is prop¬ 
erty other than a capital asset, as defined 
in section 1221, shall be ordinary Income 
if the transaction is between a partner¬ 
ship and a partner who owtis. directly or 
indirectly, more than 80 percent of the 
capital interest or profits Interest in the 
partnership. This rule also applies where 
such a transaction is between partner¬ 
ships in which the same persons own, 
directly or indirectly, more than 80 per¬ 
cent of the capital interests or profits 
Interests In each partnership. The term 
•'properly other than a capital asset’* In¬ 
cludes (but is not limited to) trade ac¬ 
counts receivable, inventory, stock in 
trade, and depreciable or real property 
used in the trade or business. 

(3) Ownership of capital or profits in¬ 
terest. For the purpose of section 707 
(b> and this paragraph, the ownership 
of a capital interest or profits interest In 
a partnership shall be determined in ac¬ 
cordance with the rules for constructive 
ownership of stock provided In section 
267 (c) (1), (2), (4). and (5). Under 


these rules, ownership of a capital or 
profits interest in a partnership may in 
certain circumstances be attributed to a 
person who is not a partner as defined in 
section 761 <b>. 

(c) Guaranteed payments. Payments 
made by a partnership to a partner for 
services or for the use of capital are con¬ 
sidered as made to a person who is not 
a partner, to the extent such payments 
are determined without regard to the 
income of the partnership. However, a 
partner must include such payments as 
ordinary income for his taxable year 
within or with which ends the partner¬ 
ship taxable year in which the partner¬ 
ship deducted such payments as paid or 
accrued under its method of accounting. 
See section 706 (a) and 9 1 706-1 (a>. 
Guaranteed payments are considered as 
made to one who is not a member of the 
partnership, only for the purposes of sec¬ 
tion 61 (a) (relating to gross income) 
and section 162 (a) (relating to trade 
or business expenses), They do not con¬ 
stitute an Interest in partnership profits 
for purposes of sections 706 (b) <3). 707 
(b), and 708 <b). For the purposes of 
other provisions of the Internal revenue 
laws, guaranteed payments arc regarded 
as a partner’s distributive share of ordi¬ 
nary income. Thus, a partner who re¬ 
ceives guaranteed payments for a period 
during which he is absent from w'ork be¬ 
cause of personal injuries or sickness is 
not entitled to exclude such payments 
from his gross income under section 105 

(d). Similarly, a partner who receives 
guaranteed payments is not regarded as 
an employee of the partnership for the 
purposes of withholding of tax at source, 
deferred compensation plans, etc. The 
provisions of this paragraph may be U- 
lu.strated by the following e)cample8: 

Example (I). Under the ABC pxrtnerBhlp 
agreement, partner A lx entitled to a ftxtd 
annual payment of $10,000 for senfloea, with* 
out regard to the Income of the partnenhlp. 
nu dUtrtbutlve share is 10 percent. Altsr 
deducting the guaranteed payment, the pait- 
nerxhlp has $50,000 ordinary ixioome. A must 
include $15,000 as ordinary Income for tis 
taxable-year wltbln or with which the pxrt- 
nerehlp taxable year ends ($10,000 guaran¬ 
teed payment plus $5,000 dUtrlbutlve abort)• 

Example (2). Partner C In the CD part- 
nerahlp la to receive 30 percent of partnenhlp 
Income as determined before taking into 
count any guaranteed payment*, but not Jeio 
than $10,000. The Income of the partnerablp 
U $60,000. and C U enltUed to $18,000 (30 
percent of $60,000) aa his dlalrlbutlve share. 
No part of this amount Is a guaranteed pay¬ 
ment. However, If the partnership had in¬ 
come of $20,000 Ihstead of $60,000. $6,000 (30 
percent of $20,000) would be partner Cli 
trlbutlve ahare. and 'the remaining $4.000 
payable to C would be a guaranteed payment. 

Example (3). Partner X In the XT pai^ 
nershtp Is to receive a payment of 
for aervlcee, plus 30 percent of the taiaow 
Income or loaa of the parinerahlp. After de¬ 
ducting the payment of $10,000 to partner^ 
the XY partnership has a loss of $8,000- w 
this amount. $2,700 (30 percent of the 
X‘s distributive share of partnership 
and. subject to section 704 (d). U to be UKsa 
Into account by him In his return. In 
tlon, he mutt report as ordinary i®®°**'* 
guaranteed payment of $10,000 made to him 
by the partnership. 

Example (4). Assume the same f*^^” 
In example (3) of this paragraph except iha^ 
Instead of a $0,000 loss, the partnership hm 
$30,000 In capital gains and no other Items 
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laoocne or deduction esecrpt the •10.000 paid 
X u a tniaranteed pajrment. Since the items 
cl ptiTinerihlp Income or loes muat be aegre* 
ftted under section 702 <a), the partner- 
ihip haa a $10,000 ordinary losa and $30,000 
m capital gains. X'a 30 percent dlstiibuUve 
ilura of these amounts are $3,000 ordinary 
tm and $0,000 capital gain. In addition. 
Z fvu received a $10,000 guaron^d payment 
ebich la ordinary Income to h^tfT 

11.708 Statutory provisions; contin^ 
nation of partnership. 

Sec. 706. Conlfnualion of partnership^ 
(I) Grnerat rule. For purposes of this sub- 
chapter. an existing parlnerthlp shall be 
cooaxicred as oonUnulng if it la not terrol- 
Mted. 

(b) Termination —(1) Oeneral rule. For 
pDiposes of aubsecUon (a), a partnership 
ibAil be considered as termlnaUd only if—. 

(A) Ko part of any business, financial op- 
aitioo. or venture of the partnership con- 
ilnuet to be carried on by any of its partnera 
in a pArtnerahip. or 

(B) Within a 12-month period there la a 
•Ik or exchange of 30 percent or more of the 
total interest in partnership capital and 
poflu. 

(2) Special rules —<A) Merger or con- 
soUdatian. In the case of the merger or 
•ansoUdatlofi of two or more partnerships, 
the resulting partnership shall, for purposes 
of this section, be considered the contlnua- 
ttOD of any merging or consolidating part- 
Mrship whose members own on interest of 
wore than 00 percent in the capital and 
Foots of the resulting partnership. 

IB) IHeision of a partnership. In the case 
cf s division of a partnership Into two or 
aore partnersbipe. the resulting partner- 
ihips (other than any resulting partnership 
tb« members of which had an interest of 
10 percent or ipsa in the capital and profits 
Of the prior partnership) shall, for punxkes 
of this section, be considered a continuation 
€f the prior partnership. 

11.708-1 Continuation of partner• 
(a) Genera/ rule. For purposos 
of iubchapter K. an existing partner¬ 
ship shall be considered as continuing if 
U is not terminated. 

Termination —(1) General rule, 

A partnership shall terminate when 
Ihe operations of the partnership ore 
discontinued and no part of any busl- 
Bjai. financial operation, or venture of 
wc partnership continues to be carried 

by any of its partners in a partner- 
For example, on November 20, 
iwe, A and B. each of whom Is a 20- 
partner In partnership ABC, 
•fu their interests to C, who is a 60- 
partner. Since the business is no 
J®««r carried on by any of its partners 
® s partnership. Uie ABC partnership 
»terminated as of November 20. 1956. 
aowever, where partners DEF agree 

April 30. 1957, to dissolve their part- 
wiship. but carry on the business 
JJ^ough a winding up period ending 
^tember 30. 1957, when all remaining 
consisting only of cash, are dis- 
rj^ted to the partners, the partnership 
not terminate because of cessation 
« business until September 30. 1957. 

Upon the death of one partner in 
^^®™ber partnership, the partner- 
•tt^Ehall not be considered as terml- 
if the estate or other successor in 
of the deceased partner con- 
to share In the profits or losses of 

^^■^nership business. 

( 0 ) For the continuation of a partner- 
where payments are being made 


under section 736 (relating to payments 
to a retiring partner or a deceased part¬ 
ner’s successor in inici'est). see § 1.736-1 
<a> (6). 

(ID A partnership shall terminate 
when 50 percent or more of the total In¬ 
terest in partnership capital and profits 
Is sold or exchanged within a period of 
12 consecutive months. Such sale or ex¬ 
change Includes a sale or exchange to 
another member of the partnership. 
Howe\'er. a disposition of a partnership 
interest by gift (including assignment to 
a successor in Interest), bequest, or in¬ 
heritance. or the liquidation of a part¬ 
nership interest, is not a sale or exchange 
for purposes of this subparagraph. Fur¬ 
thermore. the contribution of property 
to a partnership does not constitute such 
a sale or exchange. See. however, 
$ 1.731-1 (c) (3). Fifty percent or more 
of the total Interest in partnership cap¬ 
ital and profits moans 50 percent or more 
of the total interest in partnership cap¬ 
ital plus 50 percent or more of the total 
interest in partnership profits. Thus, the 
sale of a 30-percent interest in partner¬ 
ship capital and a 60-percent Interest in 
partnership profits Is not the sale or 
exchange of 50 percent or more of the 
total interest In partnership capital and 
profits. If one or more partners sell or 
exchange interests aggregating 50 per¬ 
cent or more of the total interest in part¬ 
nership capital and 50 percent or more 
of the total interest in partnership profits 
within a period of 12 consecutive months, 
such sale or exchange is considered as 
being within the provisions of-this sub¬ 
paragraph. When interests are sold or 
exchanged on diilerent dates, the per¬ 
centages to be added are determined 
as of the date of each sale. For example, 
with respect to the ABC partnership, the 
sale by A on May 12. 1956. of a 30-per¬ 
cent interest In capital and profits to D. 
and the sale by B on March 27, 1957, of 
a 30-percent Interest in capital and prof¬ 
its to E. is a sale of a 50-pcrcent or more 
interest. Accordingly, the partnership is 
terminated as of March 27, 1957. How¬ 
ever, if, on March 27,1957, D instead of B. 
sold his 30-pcrcent Interest in capital and 
profits to E. there would be no termina¬ 
tion since only one 30-percent interest 
would have been sold or exchanged with¬ 
in a 12-month period. 

(ill) For purposes of subchapter K. a 
partnership taxable year closes with re¬ 
spect to all partners on the date on which 
the partnership terminates. See sec¬ 
tion 706 (c) (1) and $ 1,706-1 (c) (1). 
The date of termination Is: 

(a) For purposes of section 708 <b) 
(1) (A), the date on which the winding 
up of the partnership affairs is com¬ 
pleted. 

(b) For purposes of section 708 (b) 
(1) (B). the date of the sale or exchange 
of a partnership interest which, of Itself 
or together with sales or exchanges in 
the preceding 12 months, transfers an 
interest of 50 percent or more In both 
partnership capital and profits. 

(iv) If a partnership is terminated by 
a sale or exchange of an Interest, the fol¬ 
lowing is deemed to occur: The partner¬ 
ship distributes Its properties to the 
purchaser and the other remaining part¬ 
ners in proportion to their respective 


interests In the partnership properties; 
and. immediately thereafter, the pur¬ 
chaser and the other remaining part¬ 
ners contribute the properties to a new 
partnership, either for the continuation 
of the business or for its dissolution and 
winding up. In the latter case, the new 
partnership terminates In accordance 
with subdivision (i) of this subpara¬ 
graph. See sections 731 and 732 and 
$9 1.731-1 and 1.732-1. For election of 
basis adjustments by the purchaser and 
other remaining partners, sec sections 
732 (d> and 743 (b) and 91 1.732-1 (d) 
and 1.743-1 (b). 

(2) Special rules —(1) Merger or con- 
solidation. If two or more partnerships 
merge or consolidated into one partner¬ 
ship. the resulting partnership shall be 
considered a continuation of the merging 
or consolidating partnership the mem¬ 
bers of which own an Interest of more 
than 50 percent in the capital and profits 
of the resulting partnership. If the re¬ 
sulting partnership can. under the pre¬ 
ceding sentence, be considered a con¬ 
tinuation of more than one of the merg¬ 
ing or consolidating partnerships, it shall, 
unless the Commissioner permits other¬ 
wise, be considered Uie continuation of 
that partnership which is credited with 
the contribution of the greatest dollar 
value of assets to the resulting partner¬ 
ship. Any other merging or consoli¬ 
dating partnerships shall be considered 
as terminated. If the members of none 
of the merging or consolidating partner¬ 
ships have an interest of more than 50 
percent in the capital and profits of the 
resulUng partnership, all of the merged 
or consolidated partnerships are ter¬ 
minated. and a new partnership results. 
The taxable years of such merging or 
consolidating partnerships which are 
considered terminated shall be closed In 
accordance with the provisions of sec- 
Uon 706 (c), and such partnerships shall 
file their returns for a taxable year end¬ 
ing upon the date of terminaUon, i. e.. 
the date of merger or consolidaUon. The 
resulting partnership shall file a return 
for the taxable year of Uie merging or 
consolidating partnership tliat is con¬ 
sidered as continuing. Tlie return shall 
state that the resulUng partnership is a 
conUnuatlon of such merging or con¬ 
solidating partnership and sliall include 
the names and addresses of the merged 
or consolidated partnerships, llie re- 
specUve distributive shares of the part¬ 
ners for the periods prior to and subse¬ 
quent to Uie date of merger or consolida¬ 
tion shall be shown as a part of the 
return. The provisions of this subdi¬ 
vision may be illustrated by the follow¬ 
ing example: 

Kxample, Partnership AB. In whose capi¬ 
tal and profits A and B each own a 00- 
percent Interest, and partnership CD. In 
whose cspital and profits C and D each own 
a 00-percent interest, merge on September 
30. 1950. and form partnership ABCD. 

Partners A. B. C, and D are on a calendar 
year; partnership AB Is also on a calendar 
year; and partnership CD Is on a fiscal year 
ending June 80th. After the merger, the 
partners have capital and profits interests as 
follows: A 30 percent; B. 30 percent; C. 20 
percent; and D. 20 percent. Since A and B 
together own an Interest of more than OO 
percent In the capital and proAu of part¬ 
nership ABCD. such partnership shall be 
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eon^dered ft conUnuatton of portnerablp AB 
ftnd ahall continue to file returns on a calen* 
dar year baaU. Since C and D own an in- 
tereat of lees than 60 percent in the capital 
and profits of partnership ABCD. the taxable 
year of partnership CD closes as of Septem¬ 
ber 00. 1055. the date of the merger, and 
CD partnership Is teimlnated as of that date. 
Partnership ABCD Is required to file a re¬ 
turn for the taxable year January 1 to De¬ 
cember SI, 1055, indicating thereon that, 
until September 30. 1055, It was partnership 
AB. Partnership CD Is required to file a 
return for Its final taxable year, July 1 
through September 30. 1055. 

(ID Division of a partnership. Upon 
the division of a partnership into two or 
more partnerships, any resulting part¬ 
nership or partnerships shall be con¬ 
sidered a continuation of the prior 
partnership if its members had an in¬ 
terest of more than 50 percent in the 
capital and profits of the prior partner¬ 
ship. Any other resulting partnership 
will not be considered a continuation of 
the prior partnership but will be coiv- 
sidered a new partnership. If the mem« 
bers of none of the resulting partnerships 
owned an Interest of more than 50 per¬ 
cent in the capital and profits of the 
divided partnership, the divided partner¬ 
ship is terminated. Where members of 
a partnership which has been divided 
into two or more partnerships do not be¬ 
come members of a resulting partnership 
which is considered a continuation of 
the prior partnership, such partner's in¬ 
terests shall be considered liquidated as 
of the dote of the division. The resulting 
partnership that is regarded as continu¬ 
ing shall file a return for the taxable year 
of the partnership that has been divided. 
The return shall state that the partner¬ 
ship Is a continuation of the divided 
partnership and shall set forth sepa¬ 
rately the respective distributive shares 
of the partners for the periods prior to 
and subsequent to the date of division. 
The provisions of this subdivision may be 
illustrated by the following example: 

Sxampir. Partncnhlp ABCD la in the rval 
aatate and Insurance bnalnfaa. A owns a 
40-percent Interest, and B. C. and D each 
owns a 30-percent Interest, In the capital 
and profits of the partnerahtp. The partner- 
Bhlp and the partners report thotr Income on 
a calendar year. They agree to separate the 
real estate and Insurance business as of No¬ 
vember 1.1055. and to form two portnerahlpe; 
* partnerablp AB to take over the real estate 
business, and partnership CD to take over the 
Insurance business. Since members of re¬ 
sulting partnerahip AB owned more than a 
60-pcrcent Interest In the capital and profits 
of partnership ABCD (A, 40 percent, and B, 
30 percent). partnership AB shall be consid¬ 
ered a continuation of partnership ABCD. 
Partnership AB Is required to file a return 
for the taxable year January 1 to December 
31. 1055, indicating thereon that until No¬ 
vember 1, 1055. it was partnersliip ABCD. 
In forming partnership CO. partners C and 
D may contribute the property distributed 
to them in liquidation of their entire inter¬ 
ests in divided partnership ABCD. Partner¬ 
ship CO will be required to file a return for 
the taxable year It adopu pursuant to section 
706 (b) and I 1.706>1 (b). 

CONTRXiUnONS, DlSTFlinmOKS. AND 
TKAKsma 

Contributions to a Partnership 

11.721 Statutory provisions: non* 
recofftiition of gain or loss on contribu* 
tion. 


Sac. 731. Honrecognition of gain or loss on 
confiibiitioa. No gain or loss shaU be recog¬ 
nised to a partnership or to any of Its part¬ 
ners In the case of a contribution of prop¬ 
erty to the partnership In exchange for an 
Interest tn the partnership. 

11.721-1 Nonrecognition of gain or 
loss on contribution. Ca> No gain or loss 
shall be recognized either to the partner* 
ship or to any of its partners upon a 
contribution of property. Including in¬ 
stallment obligations, to the partnership 
in exchange for a partnership interest. 
This rule applies whether the contribu¬ 
tion is made to a partnership in the 
process of formation or to a partnership 
which is already formed and operating. 
Section 721 siiali not apply to a trans¬ 
action between a partnership and a i>art- 
ner not acting in his capacity as a 
partner since such a transaction is gov¬ 
erned by section 707. Rather than con¬ 
tributing property to a partnership, a 
partner may sell property to the partner¬ 
ship or may retain the ownership of 
property and allow tlie partnership to 
use it. In all cases, the substance of the 
transaction will govern, rather than its 
form. See I 1.731-1 (c> (3). Thus,4f 
the transfer of property by the partner 
to the partnership results in the receipt 
by the partner of money or other consid¬ 
eration, including a promissory obliga¬ 
tion fixed in amount and time for 
payment, the transaction will be treated 
as a sale or exchange under section 707 
rather than as a contribution under 
section 721. For the rules governing the 
treatment of liabilities to which contrib¬ 
uted property is subject, see section 752 
and 11.752-1. 

<b) (1) Normally, under local law, 
each paruier Is entitled to be repaid his 
contributions of money or other prop¬ 
erty to the partnership (at the value 
placed upon such property by the part¬ 
nership at the lime of the contribution) 
whether made at the formation of the 
partnership or subsequent thereto. To 
the extent that any of the partners gives 
up any part of his right to be repaid his 
contributions (as distinguished from a 
share in partnership profits) in favor of 
another partner as compensation for 
services (or in satisfaction of an obliga¬ 
tion), section 721 does not apply. The 
value of an interest in such partnership 
capital so transferred to a partner as 
compensation for services constitutes In¬ 
come to the partner under section 61. 
The amount of such Income is the fair 
market value of the interest in capital 
so transferred, either at the time the 
transfer is made for past services, or at 
the time the services have been rendered 
where the transfer is conditioned on the 
completion of the transferee's future 
services. The time when such income is 
realized depends on all the facts and cir¬ 
cumstances, Including any substantial 
restrictions or conditions on the compen¬ 
sated partner's right to withdraw or 
otherwise dispose of such interest. To 
the extent that an interest in capital 
representing compensation for services 
rendered by the decedent prior to his 
deatli is transferred after his death to 
the decedent's successor in interest, the 
fair market value of such Interest la in¬ 
come In respect of a decedent under 
section 691. 


(2) To the extent that the vahic of 
such interest Is: (1) compensation for 
services rendered to the partnership, it is 
a guaranteed payment for services under 
section 707 (c); (il) compensation for 
services rendered to a pculner, it is not 
deductible by the partnership, but is de¬ 
ductible only by such partner to the 
extent allowable under this chapter. 

i 1.722 Statutory provisions; basis of 
contributing partner*s interest 

See. 733. Basis of contributing partneTt 
interest. The baaia of an Interaat In a part¬ 
nership acquired by a contribution ot prop¬ 
erty, Including money, to the partnership 
ahaU be the amount ot such money and the 
adjusted basia of such property to tba con¬ 
tributing partner at the time of the con- 
trlbuUoa. 

1 1.723-1 Basis of contributing part* 
ner*s interest. The basis to a partner 
ot a partnership interest acquired by a 
contribution of property, Including 
money, to the partnership shall be the 
amount of money contributed plus the 
adjusted basis at the time of contribu¬ 
tion of any property contributed. If the 
oequUiUon of an Interest in partnership 
capital results in taxable Income to a 
partner, such income shall constitute an 
addition to the basis of the partner's 
Interest. See i 1.721-1 (b). If the con¬ 
tributed property is subject to indebted¬ 
ness or If liabilities of the partner are 
assumed by the partnership, the basis 
of the contributing partner's interest 
shall be reduced by the portion of the 
Indebtedness assumed by the other part¬ 
ners, since the partnership's assumption 
of his indebtedness is treated as a dis¬ 
tribution of money to the partner. Coa* 
vcrscly, the assumption by the other 
partners of a portion of the contributor's 
indebtedness is treated as a contrfbutian 
of money by them. See section 752 and 
1 1.753-1. The provisions of this section 
may be lUuslrated by the following ex¬ 
amples: 

Example <f). A acquired a SO-peieent In- 
tereat In a partnership by oontributlng prop¬ 
erty. At the time of A’e eontrlbuUon, tbf 
property had a fair market value of SlO.OOO, 
an adjusted basia to A of S4.0GO. and wm 
subject to a mortgage of S3.0oa Psymant of 
Uie mortgage was assumed by tbe psrtoer- 
ahlp. The basts of A*s Intnest In tbe part¬ 
nership Is S2.400. computed as foUows: 

Adjusted basts to A of property con- 

__ ^ ^ 

Less portion of mortgage assumed by 
other partners which must be 
treated as a distribution (80 per- 
cent of $3.000)_ 

BasU of A^ Interest- 

Example (2). If. In example (1) of ^ 
section, tbe property contributed by A wi* 
subject to a mortgage of $6,000. tbe basis « 
A*8 Interest would be zero, computed ss fol¬ 
lows: 


Adjusted basis to A of property con- 

trlbutcd_:_•*-00® 

lAsa portion of mortgage assumed by 
other partners which must be 
treated as a distribution (80 per- 
cent of $6.000)_ 

(800) 


Ince A's basts cannot be less than 

BOO In excess of basis, which U consid^ 

I a distribution of money under sec^ 
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•ak or rxchAnge or s partnerthlp Interest. 
aetsectlaa731 (a). 

11.723 Statutory provisions: basis of 
property contributed to partnership. 

fiac, 723. BasU of property contributed to 
ytrtnrrihip, Tbe basU of property contrib¬ 
uted to a partneratUp by a partner abail bo 
tbs adjusted baala of such property to the 
coacnbutlnf partner at tbo time oX Uio 
contribution. 

11.723-1 Basis of property contributed 
to partnership. The bwls to the part¬ 
nership oX property contributed to it by 
I partner Ib the adjusted basis of such 
property to the contributing partner at 
the tune of the contribution. Since such 
property has the same basis in the hands 
of the partnership as it had In the hands 
of the contributing partner, the holding 
period of such property for the partner¬ 
ship includes the period during which 
n was held by the partner. See section 
1233 (2). For elective adjustments to 
the basis of partnership property arising 
from distributions or transfers of part¬ 
nership interests, see sections 732 (d). 
734 (b>. and 743 (b). 

Distributions by a Partnership 

11.731 Statutory provisions; extent 
of recoynitiOH of gain or loss on dis^ 
tribution. 

Sac. 731. Extent of recognition of gain 
or loM on dUiribution —(a) Partners. In 
the case of a distribution by a partnerabip 
to a partner— 

<l) Gain ahait not be recognlxed to auch 
partner, except to tbo extent that any money 
dlitrlbuted exoeeda the adjusted baala of 
tueh piirtnar*a interest in the partnership 
tounedlateiy before the distribution, and 
(2) Loss shall not be recognised to auch 
partner, except that Ufion a dlatrlbution In 
i^uldatlon of a portner'a Interest In a part- 
sanhip where no property other than that 
dsicribed In subparagraph (A) or (B) la 
dhtrlbuted to auch partner, loaa shall be 
recognised to the extent of the excess of the 
adjusted basis of such partner's interest in 
ihe partnership over the sum of— 
iA) Any money distributed, and 
ib} Tbt basis to the distributee, as de- 
iannlned under section 732, of any unrealized 
tfcsivables <as deftned In section Tftl (o)) 
Inventory (as deOned In section 761 (d) 

Aof fain or loss recognised under this eub- 
shall be considered as gain or loss 
^fOto the sale or exchange of the partner- 
«lp Interest of the distributee partner. 

<h) Partaershlps. No gain or loss shall 
^itcognlaed to a partnership on a dlstri- 
to a partner of property, including 

■*ooey. 

(Cl Czcepfioiis. This aectlon shall noi%p- 
W to the extent otherwise provided by sec¬ 
tion 736 (relating to payments to a retiring 
P^rther or a deceased partner's successor In 
*otsrtst) and section 751 (relating to un- 
Wiaed reoelrabies and inventory Items). 

f 1731-1 Extent of recogjiition of 
Win or loss on distribution —(a) Recog• 
Won of gain or loss to partnered) 
hecogniiion of gain, (1) Where money 
“ <wributed by a partnership to a part- 

no gain shall be recognized to the 
Partner except to the extent that the 
Jpottnt of money distributed exceeds 

Adjusted basis of the partner's in- 
J^ut In the partnership Immediately 
oefore the distribution. This rule Is ap- 
Wicable both to current distributions 
tt e,. distributions other than in liquida¬ 


tion of an entire Interest) and to distri¬ 
butions in liquidation of a partner's en¬ 
tire Interest in a portnerahip. Thus, if 
a partner with a basis for his Interest of 
$10,000 receives a distribution of cash 
of $8,000 and property with a fair mar¬ 
ket value of $3,000. no gain is recognized 
to him. If $11,000 cash were distributed, 
gain would be recognized to the extent 
of $1,000. No gain shall be recognized 
to a distributee partner with respect to a 
distribution of property (other than 
money) until he sells or otherwise dis¬ 
poses of such property, except to the ex¬ 
tent otherwise provided by section 730 
(relating to payments to a retiring part¬ 
ner or a deceased partner's successor in 
interest) and section 751 (relating to un¬ 
realized rcceivahtes and inventory 
items). See section 731 (c) and para¬ 
graph (c) of this section. 

(ii> For the purposes of sections 731 
, and 705. advances or drawings of money 
* or property against a partner's distribu¬ 
tive share of Income shall be treated as 
current distributions made on the last 
day of the partnership taxable year with 
respect to such partner. 

(2) Recognition of loss. Loss is rec¬ 
ognized to a partner only upon liquida¬ 
tion of his entire interest in the partner¬ 
ship. and only if the property distributed 
to him con.si8t5 solely of money, unreal¬ 
ized receivables (as defined in section 
751 (c)), and inventory items (as defined 
in section 751 (d) (2)). The term 
**llquidatlon of a partner's Interest", as 
defined In section 761 <d). is the termi¬ 
nation of the partner's entire interest 
in the partnership by means of a distri¬ 
bution or a series of distributions. Loss 
Is recognized to the distributee partner in 
such cases to the extent of the excess of 
the adjusted basis of such partner's in¬ 
terest in the partnership at the time of 
the distribution over the mm of— 

(I) Any money distributed to him. and 

(ii) The basis to the distributee. 08 de¬ 
termined under section 732, of any un¬ 
realized receivables and inventory items 
that arc distributed to him. 

If the partner whose Interest Is liqui¬ 
dated receives any property other than 
money, unrealized receivables, or inven¬ 
tory items, then no loss will be recog¬ 
nized. Application of the provisions of 
this subparagraph may be illustrated by 
the following examples: 

Example (f). Partner A bos a partnership 
Interact in partnership ABO with an adjiutad 
baxie to him of He ratlrev from the 

partnerahlp and recelvce, aa a dlxlrkbution In 
liquidation of hlx entire Interest, hla share of 
partnerahlp property. Thpi share Is $5,000 
cash and Invent^ with a basis to him (un¬ 
der section 722) of 53.000. Partner A realinca 
a capital lose of gZ.OOO, which is recognised 
under eection 731 (a) (2). 

Example (2). Partner B has a partnerahip 
Intcreet In partnership BCD with an ad¬ 
justed basis to him of $10j000. He retires 
from the partnership and recelvee. as a dis¬ 
tribution in liquidation of his entire interest, 
his share of partnership property. This 
share U 14.000 cash, real property (used In 
the trade or business) with an adjusted basis 
to the partnership of $2,000, and unrealized 
receivable# having a basis to him (under sec¬ 
tion 732) of $3.00a No loes will be recog¬ 
nized to B on the transaction because be 
received properly other than money, unreal¬ 
ized receivables, and inventory items. As 
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determined imder section 732. the basis to B 
fur the real property received Is $3,000. 

(3) Character of gain or loss. Gain 
or loss recognized under section 731 (a) 
on a distribution is considered gain or 
loss from the sale or exchange of the 
partnership interest of Uie distributee 
partner, that is, capital gain or loas. 

(b) Gain or loss recognized by part- 
nership. A distribution of property (In¬ 
cluding money) by o partnership to a 
partner does not result in recognized 
gain or loss to the partncrsliip under 
section 731. However, recognized gain 
or loss may result to the partnership 
from certain distributions which, under 
section 751 (b), must be treated as a 
sale or exchange of property between 
the distributee partner and the partner¬ 
ship. 

(c) Exceptions. (1) Section 731 does 
not apply to the extent otherwise pro¬ 
vided by— 

(i) Section 736 (relating to payments 
to a retiring partner or to a deceased 
partner's successor in interest), and 

(il) Section 751 (relating to un¬ 
realized receivables and inventory 
items). 

For example, payments under section 
736 (a), which are considered as a dis¬ 
tributive share or guaronteed pajnnent, 
are taxable as such under that section. 

<2) The receipt by a partner from the • 
partnership of money or property under 
an obligation to repay the amount of 
such money or to return such property 
does not constitute a distribution sub¬ 
ject to section 731 but is a loan governed 
by section 707 (a). To the extent that 
such an obligation is canceled, the 
obligor partner will be considered to 
have received a distribution of money or 
property at the time of cancellation. 

(3) If there Is a contribution of prop¬ 
erty to a partnership and within a short 
period: 

(1) Before or after such contribution 
other property Is distributed to the con¬ 
tributing partner and the contributed 
property is retained by the partnership, 
or 

(ii) After such contribution the con¬ 
tributed properly is distributed to an¬ 
other partner, 

such distribution may not fall within 
the scope of section 731. Section 731 
docs not apply to a distribution of prop¬ 
erty, if, in fact, the distribution was 
made In order, to effect an exchange of 
property botwc^iJn two or more of the 
partners or between the partnership and 
a partner. Such a transaction shall be 
treated as an exchange of property. 

S 1.732 Statutory provisions: basis of 
distributed property other than money. 

6kc. 732. Basis of diJfHbtifeif property other 
than money — (a) IHstributions other than 
(n liquidation of a partner's interest —(1) 
General rule. The basis of property (other 
than money) distributed by a partnership 
to a partner other than in llquldAtion of the 
partner’s interest shall, except as provided 
Id paragraph (3), be its adjusted basis to the 
partnerahlp immediately before such dls- 
tributiOQ. 

(2) Limitation, Tlie basis to the distrib¬ 
utee partner of property to which paragraph 
(1) Is applicable ahaU not exceed the ad¬ 
justed basis of such partner's interest in the 
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pftrtnimblp reduced by any money distrib¬ 
uted in the tame tranaaction. 

(b) DiBtfitnition in liquUUUion^ The 
baala of property (other than money) dis¬ 
tributed by a partnership to a partner in 
liquidation of the partners Interest shall be 
an amount equal to the adjusted basis of 
such partners Interest in the partnership 
reduced by any money distributed In the 
same transaction. 

(e) AUoeaHon of basts. The basis of dis¬ 
tributed properties to which subsection (a) 
(2) or BUbsecUon (b) is applicable abaU be 
^located— 

(1) First to any unrealised recelrablea (as 
debned in section 751 (c)) and imrentory 
Items (as defined in section 761 (d) (2)> in 
an amount equal to the adjusted basic of 
each such property to the partnership (or if 
the basts to be allocsted la less than the sum 
of the sdjusted bases of such properties to 
the partnership. In proportion to such bases), 
and 

(2) Tb the extent of any remaining basU, 
In any other distributed properties in pro¬ 
portion to their sdjusted bases to the 
partnership. 

(d) SpeiHal partnership basis to frane- 
/erce. For purposee of subsections (a), (b). 
and (c). a partner who acquired all or a part 
of his Interest by a transfer with respect to 
which the election provided In section 754 Is 
not In effect, and to whom a distribution of 
property (other than nooney) Is made with 
respect to the transferred Interest within 2 
years after such transfer, may elect, under 
regulations prescribed by the Secretary or hla 
delegate, to treat as the adjusted partnership 
basis of such property the adjusted basis 
such property would have if the adjustment 
provided In section 743 (b) were in effect 
with respect to the partnership property. 
The Secretary or his delegate may by regula¬ 
tions require the application of this sub¬ 
section In the esse of a distribution to a 
transferee partner, whether or not made 
within 2 years after the transfer. If at the 
lime of the transfer the fair market value of 
the partnership property (other than money) 
exceeded 110 percent of Ite adjusted basic to 
the partnership. 

(e) Sxcepiion, This section shall not ap¬ 
ply to the extent that a distribution is treated 
as a sale or exchange of property under sec¬ 
tion 761 (b) (relating to unrealized receiv¬ 
ables and Inventory Items). 

S 1.732-1 Basis of distributed prop¬ 
erty other than money —(a) Distribu¬ 
tions other than in liquidation of a part¬ 
ner's interest. The basis of property 
(other than money) received by a pent- 
ner In a distribution from a partnership, 
other than In liquidation of his entire 
* interest, shall be its adjusted basis to the 
partnership Immediately before such dis¬ 
tribution. However, the basis of the 
property to the partner shall not exceed 
the adjusted basis of the partner’s in¬ 
terest In the partnership, reduced by the 
amount of any money distributed to him 
In the same traasaction. The provisions 
of this paragraph may be illustrated by 
the following examples: 

Ksample (/)• Partner A. with an ad¬ 
justed baals of tlSjOOO for hla portnerahlp 
Interest, receives in a current distribution 
property having an adjusted basis of ilO.CXK) 
to the partxtershlp immediately before dls- 
Uibutton. and $2,000 cash. The basis of the 
property In A’s hands wUl be $104>00. 
Under secUone 733 and 705. the basis of 
A's partnership Intersat will be reduced by 
the distribution to $3.(X)0 ($15.(X)0. lees $2.0(X> 
cash, less $10,000, the basis at the distributed 
propwty to A). 

Example (2). Partner R has an adjusted 
basis Of $10,000 for his partnership Interest. 
He receive* a current distribution of $4,000 


cash and property with an sdjuxted btJde to 
the partnership of $6,000. The basis of the 
distributed property to partner R la limited 
to $6,000 ($10,000. the adjusted hasU of his 
interMt. reduced by $4,000. the ca&h dis¬ 
tributed). 

(b) Distribution in liquidation. Where 
a partnership distributea property (other 
than money) in liquidation of a peurt- 
ner’s entire interest in the partnership, 
the basis of such property to the part¬ 
ner shall be an amount equal to the 
adjusted basis of his interest In the 
partnership reduced by the amount of 
any money distributed to him In the 
same transaction. Application of this 
rule may be illustrated by the following 
example: 

Example. Psitncr B. with a partnership 
Interest having an adjusted basic to him 
of $12,000. retires from the partnership and 
receives cash of $2,000. and real property 
with an adjuated basis to the partnership 
of $6,000 and a fair market value of $I4.(X10. 
The basis of the real property to B U 
$10,000 (B‘s basis for hU partnership Interest, 
$12,000, reduced by $2,000, the cash dis¬ 
tributed). 

<c) Allocation of basis among prop¬ 
erties distributed to a partner. (1 > Un¬ 
der section 732 (a) (2) or (b), Uie basis 
to be allocated to properties distributed 
to a partner shall be allocated first to 
any unrealized receivables (as defined in 
section 751 (cU and inventory Items (as 
defined In section 751 (d) (2)) included 
in the distribution. However, such re¬ 
ceivables or inventory items may not take 
a higher basis in the hands of the part¬ 
ner than their common adjusted basis 
to the partnership Immediately before 
the distribution, unless such distribution 
is treated as a sale or exchange under 
section 751 (b). or unless the distributee 
partner has a special basis adjustment 
for the distributed property under sec¬ 
tions 732 (d) or 743 ib). Any basis 
not allocated to unrealized receivable or 
inventory Items shall be allocated to any 
other properties distributed to the part¬ 
ner in the same transaction, in propor¬ 
tion to the bases of such other proper¬ 
ties In the hands of the partnership be¬ 
fore distribution. The provisions of this 
subperagiaph may be illustrated by the 
following example: 

Example^ PsTiaer A, whose partnership 
interest in pArtnership ABC has an adjusted 
basis of $15000. reeeives as a dUtiibullon 
in liquIdatloD of his entire Intersat Inven¬ 
tory Items having a basis to the partnership 
of $6,000. In addition, he reoeivee cash 
of $5,000. and two parcels of real property 
with adjusted baasa to U»e partnership of 
$6,000 and $2<X)0. respectively. Baals in 
the amount of $10.(XK> ($15,000 basic, less 
$5,000 cash received) ie allocated $6,000 to 
inventory Iteme. and $3.(X)0 (6.000/6.000 x 
$4,000) and $1,000 (2.000/8,000 x $4,000), re- 
■pecUvely, to the two parcels of real prop¬ 
erty. 

(2) If the adjusted basis to the part¬ 
nership of the unrealized receivables and 
Inventory items distributed to a partner 
is greater than the partner’s adjusted 
basis of his interest (reduced.by the 
amount of money distributed to him in 
the same transaction), the amount of the 
basis to be allocated to such unrealized 
receivables and inventory items shall be 
allocated In proportion to the adjusted 
bases of such properties in the hands of 


the partnership. If the basis of the part¬ 
ner’s interest to be allocated upon a dis¬ 
tribution in liquidation of his entire 
Interest is In excess of the adjusted basis 
to the partnership of the unrealized re¬ 
ceivables and inventory items distrib¬ 
uted, and if there is no other property 
distributed to which such excess can be 
allocated, the distributee partner sus¬ 
tains a capital loss under section 731 
Ca> (2 ) to the extent of the unaliocated 
ba^ of his partnership interest. The 
provisions of this subparagraph may be 
illustrated by the following examples: 


Example (I). Partner C. whose intertst 
in partnership ABC has an adjusted basis to 
him of $2,000. receivea aa a dietributlou in 
liquidation cash of $6j000. Inventory Itemi 
having an adjusted basis to the partnmblp 
of $6,000. and real property having a basis to 
the partnership of $4,000. The cash payment 
reduces 0*$ baals to $3,000. which Is allocsted 
entirely to Inventory items. The real prop* 
erty has a xero basis In C^s hands. The parW 
nershlp bases not carried over to C for Uw 
distributed properties are lost unless an eiecw 
lion under section 754 is In effect rsquUinf 
the partnership to adjust the bases of t*- 
mslnlng partnership properties under sccUoa 
734 (b). 

Example (2). Partner B, whose Interest 
in partnership ABC has an adjusted basis 
to him of $2,000. receives ns a dlsirlbutioo 
in liquidation cash of $1,000 and Inventofy 
Items having a bas is to the psrinersbip of 
$6.<XK). The cash payment reduces B's basis 
to $8,000. which can be aUocdted only to tbs 
extent of $6,000 to the inventory Hsms. 'Tbs 
remaining $2,000 basts, not allocable to dis¬ 
tributed property, coniUtutes a capital loss 
In that amount to partner B under section 
731 (a) (2). If the election under socUon 
754 Is in effect, see section 734 (bl lor sd- 
justment of the basis of undlsulbuUd part¬ 
nership property^ 


(d) Special partnership basU to tram* 
feree under section 732 id). <1> A 
transfer of a partnership interest occun 
upon a sale or exchange of an Inleresi 
or upon the death of a partner. S^- 
tion 732 (d) provides a special rule for 
the determination of the basts of prop¬ 
erty distributed to a transferee paring 
who acquired any part of his partnership 
interest in a transfer with respect to 
which the election under section 754 jr^ 
lating to the optional adjustment to bow 
of partnership property) was not w 


effect, 

(ii) Where an election under scctioo 
754 Is in effect, see section 743 <b) awl 
il 1.743-1 (b> and 1.732-2, 

(ill) If a tnmsferee partner receives 
a distribution of property 
money) from the partnership ^ 

years after he acquired his interest or 
part thereof in the partnership by a 
transfer with respect to which the ela¬ 
tion under section 754 was not in «xi^ 
he may elect to treat as the 
partnership basis of such propot^^ 
adjusted basis such property would have 
if the adjustment provided In section 
(b) were in effect. ^ 

(Iv) If an clecUon under section w 
<d) is made upon a distribution of 
erty to a transferee partner, the 
of the adjustment with respect 
transferee partner is not diminished ^ 
any depletion or depreciation of in» 
portion of the basis of PA^oershlp 
erty which arises from the special 
adjustment under section 732 
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for the period prior to distribution Is 
loiowed or allowable only if the optional 
adjustment under section 743 (b) is in 
effect. 

<e) If property Is distributed to trans¬ 
feree partner who elects under section 
Ti2 (d), and If such property is imt tlie 
lamf property which would have had a 
ipeclal basis adjustment, then such spe¬ 
cial basis adjustment shall apply to any 
like property received in the distribution, 
ptoYlded that the transferee. In exchange 
for the property distributed, has relln- 
qui&hed his interest In the property with 
icspect to which he would have had a 
ipecUl basis adjustment. This rule ap¬ 
plies whether the properly in which the 
tomnsferce has relinquished his Interest 
|i retained or disposed or by the partner- 
ihip. <Por shift of transferee’s special 
bub adjustment to like property, see 
IL743-1 <b) C2» ill).) 

(Tl> The provisions of this subpara- 
fimph may be illustrated by the following 
mmple: 

iicmple. The bstla to transferee partner 
K oC bU one-fourth interest In partnorsblp 
WJKS U $17,000. At the time he acquired 
soeb Interest by purchase, the election under 
itcUon 754 was not In effect and the partner, 
iblp inventory had a baala to the partnerahip 
of IH.OOO and a value of $16,000. K’a pur- 
dues price reflected $500 of thie difference. 
Thus, $4,000 of the $17,000 paid by K for 
hie one-fourth Interest was attributable to 
hii share of partnerahip Inventory with a 
basis of $3,500. Within 2 years after acqulr- 
lof his Interest, K retired from the pariner- 
thlp and received in liquidation of hie entire 
laterest cash of $1,500, Inventory with a 
basis to the partnership of $3AOO. property 
X fa empltal asset), with an adjusted basis 
to U%e partnership of $2,000, and property Y 
(a depreciable asset), with an adjusted basis 
to the partnership of $4,000. The value of 
Um inventory received by K was one-fourth 
of Use value of all partnership Inventory and 
vu his share of such property. It is immate. 
ilil whether the Inventory K received was 
on band when K acquired his interest. Tn 
*eoonlax>ce with K*s election under section 
^ (d), the amount of his share of partner- 
dilp basis which la attributable to partner^ 
>hlp inventory Is Increased by $500 (one- 
towih of the $2,000 difference between the 
of such property. $10,000, and Its $14.- 
000 bofu to the partnerahip at the time K 
iequlred hla Interest). This adjustment 
oadcr section 732 <d) applies only for pur- 
Ptses of distributions to partner K. and not 
purposes of partnerslUp depreciation 
or gain or loss on dlaposlUon. 
iha amount to be allocated among the 
bfoperties received by K in the liquidating 
^tnbuUon U $15,500 ($17,000. Ks basis for 
hb interest, reduced by the amount of csiah 
^ived. $i.6CO). This amount Is allocated 
follows: The basis of the Inventory items 
»w*lved U $4,000. consisting of the $3,500 
partnership baala for such items, 
the special basis adjustment cf $500 
^Vch K would have had under section 743 
ib). The remaining basts of $11,600 ($15,500 
$4,000) is,Co be allocated to the re- 
property distributed to K In propor- 
to their adjusted bases to the partner- 
•b4>. Since the adjusted basis to the port- 
of property X is $2,000. and that of 
l^nty Y Is $4,000. the $11,500 la allocated 
w«3 (2.000 ^e.OOOx $11,600) to X and $7,657 
liOOO, $.000 X $11,600) loY. 

A transferee partner who wishes 
Ijblect under section 732 (d> shall make 
election with his tax return— 

dinrlbutlon, 

u the distribution includes any property 
Wo, 102 — a 


subject to the allowance for depreciation, 
depletion, or amortixation, or 

(ii> For any taxable year no later than 
the first taxable year in which the basis 
of any of the distributed property Is 
pertinent in determining hts Income tax. 
If the distribution does not include any 
such property subject to the allowance 
for depreciation, depletion or amorti¬ 
zation. 

<3) A taxpayer making an election un¬ 
der section 732 (d) shall submit with the 
return in which the election is made 
a schedule setting forth the following: 

<1) That under secUon 732 <d) he 
elects to adjust the basis of property re¬ 
ceived in a distribution; and 

(II) The computation of tlie special 
basis adjustment for the property dis¬ 
tributed and the pn^Jertles to which the 
adjustment has been allocated. For 
rules of allocation, see section 7S5. 

(4) A partner who acquired any part 
of his partnership Interest in a transfer 
to which the election provided In section 
754 was not in effect, Is required to apply 
the special basis rule contained in section 
732 (d) to a distribution to him. whether 
or not made within 2 years after the 
transfer. If at the time of his acquisition 
of the transferred interest— 

(i) The fair market value of all part¬ 
nership property (other than money) ex¬ 
ceeded 110 percent of Its adjusted basis 
to the partnership. 

(U> An allocation of basis under sec¬ 
tion 732 (c) upon a liquidation of his 
Interest Immediately after the transfer 
of the interest would have resulted in a 
shift of basis from property not subject 
to an allowance for depreciation, de¬ 
pletion. or amortization, to property 
subject to such an allowance, and 

(III) A special basis adjustment under 
section 743 (b) would change the basis 
to the transferee partner of the property 
actually distributed. 

The application of this rule may be illus¬ 
trated by the following examples: 

Example (1). Partnership ABC owns three 
parcels of land. eacU ot which has an ad¬ 
justed basis to the partnership of $5,000 and 
Is worth $55,000, and depreciable property 
with an adjusted basis and value of $150,000. 
D purchases A^ partnership Interest for 
$105,000 when the election under section 754 
Is not In effect. At the time of D's purchase, 
the fair market value of all partnership profv 
erty (other than money) is $315,000. which 
exceeds 110 percent of $155,000. its adjusted 
basis to the partnership. Four years later, 
the partnership Is dissolved. D receives one 
of the three parcels of land which has a basis 
to the partnership of $5.(X)0. and one-third 
of the depreciable property with an adjusted 
basis to the partnership at that tune of 
$45,000. one-third of $135,000 ($150,000 basis, 
minus $16,0<X) depreclstlon computed on the 
partnership basis. 6ee subparagraph (1) 
(lv> of this paragraph.) If D'a adjusted 
basts for his interest at the time of the die- 
tribuUon waa $100,000 and waa allocated 
under seotion 732 (o) to the property re¬ 
ceived by him In proportion to their respec¬ 
tive bases to the partnership, the basis to 
him for the distributed land would be $10,000 
(6.000/60.000 X $100,000) and the basis of the 
depreciable property would be $00,000 
(45i)00/60.000X$100i)00), In effect, D would 
be attributing to the l^is of the depreci¬ 
able property a portion of the cost of his 
partnership interest properly attributable 
to appreciation tn nondepreciable property. 
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The application of section 743 (b) to the 
transfer of the Interest would have resulted 
In a different basis to D for the property ac¬ 
tually distributed. Therefore, the epecLal 
basts adjustment under section 732 (d) must 
be mode so thst D must Increase the basis 
of the land by a special beats adjustment of 
$50,000 ($56,000 fair market value less $5,000 
partnership basis), making the basis of his 
Intervet therein $55,000 < 55.000 lOOXXX) x 
$100i)00), D's basis for the depreciable 
property will then be $45.(X)0 (45,000/100.000 

X $100,000). 

Example (3). Assume the same facta as 
In example (1) of this subparagraph, except 
that the paHnershtp does not dissolve but 
distributee one parcel of land to each of the 
partners in a current distribution. 81 nee 
the conditions of this subparagraph have 
been meU D*s basis for the distributed land 
Is the adjusted basis such land would have 
if the adjustment provided In section 743 <b) 
were in effect with respect to the partnership 
property. Therefore. D*s basis for the land 
Is $55,000 ($5.(XX> basis of the land to the 
partnership, plus $50,000 special basis ad¬ 
justment under section 732 (d)), D*s basis 
for his partnership Interest la reduced by 
$65,000. his basis for the property distributed. 

(e) Exception. When a partnership 
distributes unrealized receivables (aa 
defined in section 751 (c)) or substan¬ 
tially appreciated inventory items (as 
defined in section 751 (d)) in exchange 
for any part of a partner’s interest in 
other partnership property (including 
money), or, conversely, partnership 
property (including money) other than 
unrealized receivables or substantiAlly 
appreciated Inventory items in exchange 
for any part of a partner's interest in the 
partnership's unrealized receivables or 
substantially appreciated inventory 
items, the distribution will be treated as 
a sale or exchange of property under the 
provisions of section 751 (b>. In such 
case, secUon 732 (including subsection 
(d) thereof) applies in determining the 
partner s basis of the property which 
he is treated as having sold to or ex¬ 
changed with the partnership (as con¬ 
stituted after the distribution). The 
partner is considered as having received 
such property In a current distribution 
and. immediately thereafter, as having 
sold or exchanged it. See section 751 (b) 
and 1 1.751-1 (b>. However, section 732 
does not apply in determining the basis 
of that part of property actually dis¬ 
tributed to a partner which is treated as 
received by him in a sale or exchange 
under secUon 751 <b>. ConsoquenUy, 
the basis of such property shall be its 
cost to the partner. 

§ 1.732-2 Special partnership basis of 
distributed property —(a) Adiustments 
under secUon 734 (b). In the case of 
a distribution of property to a partner, 
the partnership bases of the distributed 
properties shall reflect any Increases or 
decreases to the basis of partnership 
property which have been made pre¬ 
viously under secUon 734 (b) (relating 
to the optional adjustment to basis of 
undistributed partnership property) In 
connection with previous distributions. 

(b) Adiustments under section 743 
(b). In the case of a distribution of 
property to a partner who acquired any 
part of his interest In a transfer as to 
which an elecUon under secUon 754 was 
in effect, then, for the purposes of sec¬ 
tion 732 (other than sub^cUon (d))» 
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the adjusted partnership bases of the 
distributed property shall take into ac¬ 
count. in addition to any adjustments 
under section 734 (b). the transferee's 
special basis adjustment for the dis- 
Irihutcd property under section 743 <b). 
The application of this paragraph may 
be illustrated by tlie following example: 

Example. Partner D acquired hla Inlereet 
in partnerehlp ABD from a prevloue partner. 
Since the partnership had made an election 
under aectlon 7S4. a special baaU adjustment 
with reapect to D la applicable to the basta 
of partnership property in accordance with 
•action 743 (b>. One of the aaneU of the 
l)artner«hlp at the time D acquired hU In¬ 
terest was property X. which Is later dU- 
tiibuted to D In a current distribution. 
Property X baa an adjusted basU to the 
partnership of $1,000 and with respect to 
O It has a special basis adjustment of $500. 
Therefore, for purposes of section 733 (a) 

(I) . the adjusted basis of such property to 
the partnership with respect to D immedi¬ 
ately before lU distribution la $1,600. How¬ 
ever. If property X Is distributed to partner 
A. a nontransferee partner. Its adjusted basis 
to the partnership for purposes of section 
732 (a) (1) Is only $1,000. In auch case. 
D*s $500 special basis adjustment may shift 
over to other property. See i 1.743-1 <b) (2) 

( II ) . 

(c) Ad^ustm^ts to basis o/ distributed 
inventory and unrealized receivables. 
Under section 732. the basis to be allo¬ 
cated to distributed properties shall be 
allocated first to any unrealized receiv¬ 
ables and inventory items. If the dis¬ 
tributee partner is a transferee of a 
partnership interest and has a special 
basis adjustment for unrealized receiv¬ 
ables or inventory items under cither 
section 743 (b) or section 732 (d), then 
the partnership adjusted basis immedi¬ 
ately prior to distribution of any un¬ 
realized receivables or Inventory items 
distributed to such partner shall be de¬ 
termined as follows: If the distributee 
partner receives his entire share of the 
fair market value of the inventory items 
or unrealized receivables of the partner¬ 
ship. the adjusted basis of such dis¬ 
tributed property to the partnership, for 
the purposes of section 732. shall take 
into account the entire amount of any 
special bc^is adjustment which the dis¬ 
tributee partner may have for such as¬ 
sets. If the distributee partner receives 
less than his entire share of the fair 
' market value of partnership Inventory 
items or unrealized receivables, then, for 
purposes of section 732, the adjusted 
basis of such distributed property to the 
partnership shall take Into account the 
same proportion of the distributee's spe¬ 
cial bsuils adjustment for unrealized re¬ 
ceivables or inventory Items as the value 
of such items distributed to him bears 
to his entire share of the total value of 
all such Items of the partnership. The 
provisions of this paragraph may be il¬ 
lustrated by the following example: 

Example. Partner C acquired his 40-per¬ 
cent Interest In partnership AC from a pre¬ 
vious partner. Since the partnership had 
made an election under section 754. O has 
a special basis adjustment to partnership 
property tmder section 743 (b). C retires 
from the partnership when the adjusted 
basts of his partnership Interest Is $3,000. 
He rocelt'ea from the partnership In llqulda- 
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lion of hli entire Interest. $1,000 cash, cer¬ 
tain capital aasets. depreciable property, 
and certain Inventory Items and unreallaed 
receivables. C hoe a special basis adjust¬ 
ment of $800 with res|)ect to partnership 
Inventory Items and of $200 with respect 
to unrealized receivables. The common 
partnership basis for the Inventory items 
dlstxibuted to him La $600 and for the un¬ 
realized receivables Is aero. If the value 
of inventory Items and the unrealized re¬ 
ceivables distributed to C In hla 40 percent 
■hare of the total value of alt partnership 
Inventory Items and unrealized receivablee, 
then, for purpoees of section 732. the ad¬ 
justed basis of such property In (Ts bands 
will be $1,300 for the Inventory items ($500 
plus $8001 and $200 for the unrealized re¬ 
ceivables (zero plus $200>. The renmlning 
basis of $500. which constitutes the basis 
of the capital assets and depreciable prop¬ 
erty distributed to C. Is determined os fol¬ 
lows: $3,000 (total basis) less $1.(X)0 cash, 
or $2,000 (the amount to be allocated to 
the basis of all distributed property), less 
$1,500 ($800 and $200 special basis adjust¬ 
ments. plus $500 common partnership basis, 
the amount allocated to Inventory Hems and 
unrealized receivables). However, If the 
value of the inventory Items and unrealized 
receivables distributed to C consisted of only 
20 percent of the total fair market value 
of such property (t. e.. only one-htUf of 
Cs 40-percent share), then only one-half 
of C*s special basis adjustment of $800 for 
partnership inventory Items and $200 for un¬ 
realized receivables would bs taken Into ac¬ 
count. In that ease, the basis of the in¬ 
ventory Items In hands would be $060 
($250. the common partnership basis for 
Inventory Items distributed to him. plus 
$400. one-half of CTa special basis adjust¬ 
ment for Inventory Items). The basis of 
the unrealized receivables in C*s hands vrould 
bo $100 (zero plus $100. one-half of C's 
special basis adjustment for unrealized re¬ 
ceivables). 

I 1.733 Statutory provisions; basis of 
distributee partner's interest. 

Szc- 733. BasiM of distributee partner's in- 
feresf. In the caso of a distribution by a 
partnership to a partner other than In liqui¬ 
dation of a partner's interest, the adjusted 
basis to such partner of his interest in the 
partnership shall be reduced (but not below 
zero) by— 

(1) The amount of any money distributed 
to such partner, and 

(2) The amount of the basis to such part¬ 
ner of dlstxibuted property ‘other than 
money, aa determined under section 732. 

{ 1.733-1 Basis of distributee part¬ 
ner's interest. In the case of a distribu¬ 
tion by a partnership to a partner other 
than In liquidation of a partner's entire 
interest, the adjusted basis to such part¬ 
ner of his interest in the partnership 
shall be reduced (but not below zero) by 
the amount of any money distributed to 
such partner and by the amount of the 
basis to him of distributed property 
other than money as determined under 
section 732 and U 1.732-1 and 1.732-2. 

8 1.734 Statutory provisions: optional 
adjustment to basis of undistributed 
partnership property. 

See. 734. Optional adfustment to bests of 
undutributed partnership property—(a) 
General rule. The basis of partnership prop¬ 
erty shsll not be adjusted ss the result of a 
distribution of property to a partner unleas 
the election, provided In section 754 (relat¬ 
ing to optional adjustment to basis of part¬ 
nership property), is in effect with respect 
to such partnership. 


(b> Stethod of adfuMtment. In the cssa 
of a dtsuibuiton of property to a psrtner, 
a partnership, with respect to which the 
election provided In section 754 Is in effect, 
ahall— 

(1) Increaae the adjusted basis of part¬ 
nership property by— 

(Aj The amount oX any gain recognized 
to the distributee partner with respect to 
such distribution under section 731 (a) (I). 
and 

(B) In the case of distributed property to 
which aectlon 732 (a) (2) or (b) applies, the 
excess of the adjusted basis of the distrib¬ 
uted property to the partnership immedtstely 
before the distribution (as adjusted by lec- 
tton 732 (d)) over the hosts of the distrib¬ 
uted property to the distributee, as deter¬ 
mined under aectlon 732. or 

(2) Decrease the adjusted basis of part¬ 
nership property by— 

(A) The amount of any lots recognlred to 
the distributee partner with respect to such 
distribution under section 731 (a) (2). sn4 

(B) In the case of distributed property Co 
which section 732 (b) applies, the excess of 
the basis of the distributed property to lbs 
distributee, as determined under section 
732. over the adjusted basis of the distrib¬ 
uted property to the partnership Immedi¬ 
ately before such distribution (as tdjuitcd 
by section 732 (d)). 

(e) Allocation of basis. The allocation of 
baals among partnership properties whers 
subsection (b) U applicable shaU be msds 
In accordance with the rules provided in 
section 755. 


$ 1.734-1 Optional adjustment to hasit 
of undistributed partnership property^ 
<a) General rule. A partnership shall 
not adjust the baaia of partnership prop¬ 
erty as the reauU of a distribution of 
property to a partner, unless the election 
provided in section 754 (relating to op¬ 
tional adjustment to basis of partnership 
property) is In effect. 

(b) Method of adjustment’^iV In* 
crease in basis. Where an election un¬ 
der section 754 Is in effect and a distribu¬ 
tion of partnership property is made, 
whether or not In liquidation of the part¬ 
ner's entire interest In the partnership, 
the adjusted basis of the remaining part¬ 
nership assets shall be increased by— 

(!) The amount of any gain recog- 
nIz(Kl under section 731 (a) (1) to the 
distributee partner, or 

(il> The excess of the adjusted basis 
to the partnership Immediately before 
the distribution of any property distrib¬ 
uted (including adjustments under sec¬ 
tion 743 (b) or section 732 (di when 
applied) over the basis under aectlon 732 
(including such special basis adjust¬ 
ments) of such property to the distrib¬ 
utee partner. 


The provisions of this subparagraph may 
be illustrated by the following example- 


(/), partner A bos 
$10,000 for his one-third Interest In peru^ 
ship ABC. The partnership has no llabiiuw 
and has assets conslsUng of cash 
and property with a partnership ” 

$10,000 Slid a value of $22,000. A rtceism 
$11/X)0 in cosh In liquidation of hli enw 
Interest In the partnership. He has a g 
of $1,000 under section 731 (a) (!)• “ ' 
slscUon under section 764 U in 
partnership bssls for the property becomes 
$20000 ($19,000 plus $1,000). ^ 

Example (2). Partner D has s 
$10,000 for his ons-thlrd interest In 
ship DHP. The partnership haUn« 
before the distribution shows the foUowing. 
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tn iJqxiUlallon of hia entire Intermt In the 
partiicrAhlp. D rcccUed property X with n 
pirtafrchlp baslii of 911.000. D*b bnsU for 
property X U 910.000 under section 732 (b). 
Where the election under eecllon 754 U In 
effect, the excess of 91.000 <tl)e partnership 
boh before the dUtributlon lees D*s basis for 
property X after distribution) la added to 
the bssU of property Y. The basis of prop* 
tny Y becomes 910.000 (916.000 plus 91J600). 
If the distribution Is mode to a transferee 
partner who elects under section 733 (d), 
«f 1 1.734-2. 

(2) Decrease in basis. Where the 
Section provided In section 754 Is in 
effect and a distribution Is made in liquU 
dation of a partner's entire Interest, the 
partnership shall decrease the adjusted 
bisU of the remaining partnership 
property by— 

(1) The amount of loss. If any, recog* 
nized under section 731 (a) (2) to the 
totrtbutee partner, or 

<U) The excess of the basis of the dis« 
blbutcd property to the distributee, as 
^dermlned imder section 732 (Including 
•djujjiments under section 743 (b) or 
•cctlon 732 <d) when applied> over the 
iiJJiistcd basis of such property to the 
partnership (including such special basis 
idjustments) immediately before such 
^htribuUon. 

Tbe provisions of this subparagraph may 
beiUastrated by the following examples: 

temple (I). Partner O has a baala of 
Ill/lOO for hu one-third Intcreei In part- 
OHI, Partnerohtp ameu conxlsi of 
^ of 910.000 and properly with a baaU of 
tt3,000 and a ralue of 9^.000. There are no 
pvtarrihlp liabilities. In liquidation of him 
wttre Interest In the partnership. O receives 
•iOSOO In cash. He has a loss of 91 .(XX) 
tectlon 731 (a) (2), If the election 
eecUon 754 la in effect, the partnership 
for the property becomes 932,000 
(•33000 leas 91.000). 

temple (2), Partner J has a basis of 
•il.000 f«)r hi® one-third Intereat In part- 
Jttihlp jfou, The parttierahlp balance alieet 
6efcre the distribution shows the following: 
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In liquidation of his entire Interest In the 
partnership. J receives property X with a 
partnership basis of 910.(X>0. T» boals for 
property X under section 732 <b) Is 911J0OO. 
Where the election under section 754 Is in 
effect, the excess of 91.000 (911j000 basis of 
property X to J. the distributee, less Its 
910.000 Adjusted bosls to the partnership Im¬ 
mediately before the distribution) decreoaes 
the basis of property Y In the partnership. 
Thus, the basis of property Y becomes 917.- 
000 ( 918.000 less 91.000). If the distribution 
la made to a transferee partner who elects 
under aectloo 732 (d), see I 1.734>2, 

(c> Allocation of basis. For anocation 
among the partnership properties of 
basis adjustments under section 734 (b) 
and paragraph (b> of this section, see 
section 755 and | 1.755-1. 

<d) Returns. A partnership which 
must adjust the bases of paitncrshlp 
properties under section 734 shall attach 
a statement to the partnership return for 
the year of the distribution setting forth 
'the computation of the adjustment and 
the partnership properties to which the 
adjustment has been allocated. 

1 1.734-2 Adjustment after distribu^ 
iion to transferee partner, (a) In the 
case of a distribution of property by the 
partnership to a partner who has ob« 
taincd all or part of his partnership in¬ 
terest by transfer, the adjustments to 
basis provided In section 743 (b) and sec¬ 
tion 733 (d) shall be taken into account 
in applying the rules under section 734 
(b). For determining tiie adjusted basis 
of distributed property to the partner¬ 
ship immediately before the distribution 
where there has been a prior transfer of 
a partnership interest with respect to 
which the election provided in section 
754 or section 732 (d) is in effect, see 
§i 1.732-1 and 1.732-2. 

<b) (1) If a transf<Tec partner. In 
liquidation of his entire partnership In¬ 
terest, receives a distribution of property. 
(Including money) with respect to which 
he has no special basis adjustment. In 
exchange for his interest in property 
with respect to which he has a special 
basis adjustment, and docs not utilise 
his entire special basis adjustment in 
determining the basis of the distributed 
property to him under section 733. the 
unused special basis adjustment of the 
distributee shall be applied as an ad¬ 
justment to the partnership basis of the 
property retained by the partnership 
and as to which the distributee did not 
use his special basis adjustment. The 
provisions of this subparagraph may bo 
illustrated by the following example: 

Mzample. Upon the death of bit father, 
partner 8 acqulrea by tnbeiltanco a haU- 
Intcrcst in pur^erohlp ACS. Partiion A axul 


C each have a one-quarter toterett. Tha 
aaseta of the portnerohip oonsUt of 910000 
caoh and land uoed In farming worth 910.000 
with a baaU of 91j000 to the partnerahlp. 
Since the partnerahlp had mode the election 
under section 754 at the time of tranofer, 
partner 8 had a apecial boaU adjustment of 
94.600 under oecUon 743 (b) with respect 
to hta undivided bolf-interect In the real 
estate. The hasla of 8*a partnership Inter- 
eet. in accordance with section 743. Is 910.000. 
8 retlrea from the partnerahlp and receives 
810000 In cosh In exchange for hU entire 
Intereat, Since 8 htm received no port of 
the real estate. h!a special bosU adjustment 
of 94,600 will be allocated to the real estate, 
the remaining partnership property, and will 
Increase Its basis to the partnership to 96.500. 

(3) The provisions of this paragraph 
do not apply to the extent that certain 
distributions are treated as sales or ex¬ 
changes under section 751 (b) (relating 
to tmreallzed receivables and substanti¬ 
ally appreciated Inventory Items). See 
section 751 <b) and i 1.751-1 (b). 

I 1.735 Statutory provisions; char- 
acter of gain or loss on disposition of 
distributed property, 

8»c. 736. Charactn^ of gofn or loss on d(4- 
poMtion of dUtrihuted propertp —(a) Sale or 
exefiatiffe of certain distributed property^ 
(1) Unrealized receivables. Gain or lose on 
the dispoaition by a distributee partner of 
unrealised receivables (as defined In section 
751 (c) > distributed by a partnership, shall 
be considered gain or loss from the sale or 
exchange of property other than a capital 
asset. 

(2) inventory items. Gain or loss on the 
sale or exchange by a distributee partner of 
Inventory items (os defined In section 751 
(d) (2)) distributed by a partnership shaU. 
if sold or exchanged within 5 years from the 
dale of the distribution, be considered gain 
or loss from the sale or exchange of property 
oUier than a capital asset, 

(b) Holding period for distributed prop^ 
erty. In determining the period for which 
a partner has held i>roperLy received In a 
dlstrlbuUoa from a partnership (other than 
for purposes of subooctlon (a) (3)). there 
shall be Included the holding period of the 
partnership, oa determined under section 
1233. with respect to such property. 

i 1.735-1 Character of gain or loss on 
disposition of distributed property —(a) 
Sale or exchange of distributed prop* 
erty —(1) Unrealized receivables. Any 
gain realised or loss sustained by a part¬ 
ner on a sale or exchange or other dis- 
S) 08 ition of unrealized receivables (as 
defined in section 751 (c)) received by 
him in a distribution from a partnership 
shall be considered gain or Ic^ from the 
sale or exchange of property other than 
a capital asset. 

(2) Inventory items. Any gain real¬ 
ized or loss sustained by a partner on a 
sale or exchange of Inventory items (as 
defined in section 751 (d) (2)) received 
In a distribution from a partnership 
shall be considered gain or loss from the 
sale or exchange of property other than 
a capital asset if such Inventory items 
are sold or exchanged within 5 years 
from the date of the distribution by the 
partnership. The character of any 
gain or loss from a sale or exchange by 
the distributee partner of such Inven¬ 
tory items after 5 years from the date 
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of distribution shall be determined as of 
the date of such sale or exchange by 
reference to the character of the assets 
in his hands at that date (inventory 
items, capital assets, property used In a 
trade or business, etc.). 

(b) Holding period for distributed 
property, A partner's holding period 
for property distributed to him by a 
partnership shall Include the period such 
property was held by the partnership. 
The provisions of this paragraph do not 
apply for the purpose of determining the 
5*year period described in section 735 (a) 
<2> and paragraph (a> (2) of this sec¬ 
tion. If the property has been contrib¬ 
uted to the partnership by a partner, 
then the period that the property was 
held by such partner shall also be in¬ 
cluded. See section 1223 (2). For a 
partnership's holding period for con¬ 
tributed property, see i 1.723-1. 

(c) Effective date. Section 735 ^a) 
applies to any property distributed by a 
partnership to a partner after March 9. 
1954. Sec section 771 (b) (2) and 
i 1.771-1 (b) <2). However, see section 
771 (c). 

§ 1.736 Statutory provisions; pay¬ 
ments to a retiring partner or a deceased 
partner's successor in interest. 

Skc. 736. Puyinmts to a retiring partner 
or a deceaseA pariner*$ euccesJtor in inters 
est —(a) Payments considered as dUiributiva 
share or guaranteed payment. PaymenU 
made In liquidation of the tntereet ot a re¬ 
tiring partner or a deceased partner shall, 
except aa provided in ■ubaectiou (b). be con¬ 
sidered— 

(1) Aj A dUtrlbuUre ihare to the recipi¬ 
ent of partnership Income if the amount 
thereof U determined with regard to the 
income of the pannerthlp. or 

(2) Aa a guaranteed payment described In 
section 707 (c) if the amount thereof la de¬ 
termined without regard to the income of 
the partnerahlp. 

(b) Payments for interest in partner^ 
fhlp—(1) General ruts. Pnymenta made In 
liquidation of the Intereat of a retiring part¬ 
ner or a deceased partner ahaU. to the extent 
such payments (other than payments de¬ 
scribed In paragraph (2)) are determined, 
under regulations prescribed by the Secre¬ 
tary or his delegate, to be made in exchange 
for the Interest of such partner In partner¬ 
ahlp property, be considered as a distribution 
by the partnership and not as a distributive 
share or guaranteed payment under aubeec- 
Uon (a). 

(2) Special rules. Por purposes of this 
subsection, payments In exchange for an In¬ 
terest in psjrtnerablp property shall not In¬ 
clude amounts paid for— 

(A) Unreallxed receivables of the partner¬ 
ship (as deAned in section 761 (o)). or 

(B) Good will of the partnership, except to 
Use extent that the partnership agreement 
provides for a payment with respect to good 
wllh 

I 1.736-1 Payments to a retiring parf- 
ner or a deceased partner's successor in 
interest —(a) Payments considered as 
distributive share or guaranteed pay^ 
ment. (1) (1) Section 736 and this sec¬ 
tion apply only to payments made to 
a retiring partner or to a deceased part¬ 
ner's successor in interest in liquidation 
of such partner's entire interest In the 
partnership. See section 761 (d). Sec¬ 
tion 736 and this section do not apply 
if the estate or other successor in interest 
of a deceased partner continues as a 
partner in its own right under local law. 
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Section 736 and this section apply only 
to payments made by the partnership 
and not to transactions between the 
partners. Thus, a sale by partner A to 
partner B of his entire one-fourth in¬ 
terest in partnership ABCn3 would not 
come w'ithin the scope of section 736. 

<ll) A partner retires when he ceases 
to be a partner under local law. How¬ 
ever. for the purposes of subchapter K. 
a retired partner or a deceased partner's 
successor will be treated as a partner 
until his Interest In the partnership has 
been completely liquidated. 

(2) When payments (Including as¬ 
sumption of liabilities treated as a dis¬ 
tribution of money imder section 752) 
arc made to a withdrawing partner, that 
is. a retiring partner or the e.state or 
other successor in interest of a deceased 
partner, the amounts paid may repre¬ 
sent several Items. In part, they may 
represent the fair market value at the 
time of his death or retirement of the 
withdrawing partner's interest in all the 
assets of the partnership (including in¬ 
ventory) unreduced by partnership lia¬ 
bilities. Also, pari of such payments 
may be attributable to his Interest In 
unrealized receivables and part to an 
arrangement among the partners In the 
nature of mutual insurance. When a 
partnership makes such payments, 
whether or not related to partnership 
income, to retire the withdrawing part¬ 
ner’s entire Interest In the partnership, 
the payments must be allocated between 
(i) payments for the value of his Interest 
in assets, except unrealized receivables 
and. under some circumstances, good will 
(section 736 (b)), and (11) other pay¬ 
ments (section 736 (a>). The amounts 
paid for his Interest in assets are treated 
In the same manner as a distribution 
in complete liquidation under sections 
731. 732, and. where applicable. 751. See 
5 1.751-1 (b) (4) (U). The remaining 
partners are allowed no deduction for 
these payments since they represent 
either a distribution or a purchase of 
the withdrawing partner's capital inter¬ 
est by the partnership (composed of the 
remaining partners). 

(3) Under section 736 (a), the portion 
of the payments made to a withdrawing 
partner for his share of unrealized re¬ 
ceivables. good will (In the absence of an 
agreement to the contrary), or otherwise 
not in exchange for his interest in assets 
under the rules contained in paragraph 
(b> of this section will be considered 
either— 

(1) A distributive shore of partnership 
Income, if the amount of payment is de¬ 
termined with regard to income of the 
partnership; or 

(ID A guaranteed payment under 
section 707 (c), if the amount of the 
payment is determined without regard 
to income of the partnership. 

(4) Payments, to the extent consid¬ 
ered as a distributive share of partner¬ 
ship income under section 736 (a) (1). 
are taken into account under section 702 
in the income of the withdrawing part¬ 
ner and thus reduce the amount of the 
distributive shares of the remaining 
partners. Payments, to the extent con¬ 
sidered as guaranteed payments under 
section 736 (a) (2), are deductible by the 
partnership under section 162 (a) and 


are taxable as ordinary Income to the 
recipient under section 61 (a)« See sec¬ 
tion 707 (c). 

(5) The amount of any payments 
under section 736 (a) shall be Included in 
the income of the recipient for his tax¬ 
able year with or within which ends the 
partnership taxable year for which the 
payment is a distributive share, or in 
which the partnership Is entitled to de¬ 
duct such amount as a guaranteed pay¬ 
ment. On the other hand, payments 
under section 736 (b) shall be taken into 
account by the recipient for his taxable 
year in which such payments are made. 
See paragraph (b) (4) of this section. 

(6) A retiring partner or a deceased 
partner's successor in interest receiving 
payments under section 736 is regarded 
as a partner until the entire Interest of 
the retiring or deceased partner is liqui¬ 
dated. Therefore, if one of the members 
of a 2-man partnership retires under a 
plan whereby he Is to receive pa 3 rmenU 
under section 736. the partnership will 
not be considered terminated, nor wdl 
the partnership year close with respect 
to either partner, until the rctlrini 
partner's entire Interest is liquidated, 
since the retiring partner continues to 
hold a partnership interest in the part¬ 
nership until that time. Similarly, if s 
partner In a 2-man partnership dies, and 
his estate or other successor in interest 
receives pasmients under section 736. the 
partnership shall not be considered to 
have tennmated upon the death of the 
partner but shall terminate as to both 
partners only when the entire Interest 
of the decedent is liquidated. See section 
708 (b). 

(b) Payments for interest in partner^ 

ship. (1) Pajrments made in liquidation 

of the entire Interest of a retiring part¬ 
ner or deceased partner shall, to the ex¬ 
tent made in exchange for such partner's 
interest in partnership property (except 
for unrealized receivables and good win 
as provided In subparagraphs (3) and 
(3) of this paragraph), be considered m 
a distribution by the partnership ism 
not os a distributive share or guaranteed 
pa 3 rment under section 736 (a)). Om- 
erally, the valuation placed by the part¬ 
ners upon a partner’s interest ^ 
nership property in an arm's lengtn 
agreement will be regarded as conw. 
If such valuation reflects only the i:»n- 
ncr's net Interest In the property (t ^ 
total assets less liabilities), it r® 
adjusted so that both the value the 
partner's Interest In property and me 
basis for his interest lake Into a^uw 
the partner’s share of partnership w- 

blUtiea. Gain or loss with respect to du- 

tribuUons under section 736 <b) and uus 
paragraph will be recognized to the ^ 
tributee to the extent provided in 
731 and, where applicable, section 751. 

(2) Payments mode to a retiring 

ncr or to the successor In interest oi » 
deceased partner for his interest in un* 
realized receivables of the parUicrsmp 
In excess of their partnership basis, in¬ 
cluding any special basis adjustment w 
them to which such partner is enuuc^ 
shall not be considered as made me* 
change for such partner's ^ 

partnership property. Such paym^n ^ 
shall be treated as payments under 
tlon 736 ta) and paragraph (a) of 
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lection. For definition of unrealized re* 
edvabies, see section 751 (c)« 

\t) For the purposes of section 736 
rb) iu>d this paragraph, payments made 
U> s retiring partner or to a successor 
in Interest of a deceased partner In ex- 
ebsnge for the interest of such partner 
m parenership property shall not include 
my amount paid for the partner's share 
of good will of the partnership in excess 
of its partnership basis, including any 
s^al basis adjustments for it to which 
wch partner is entitled, except to the 
extent that the partnership agreement 
prondcs for a reasonable payment with 
respect to such good will. Such pay¬ 
ments shall be considered as payments 
soder 5>ection 736 (a). To the extent 
tbit the partnership agreement provides 
for a reasonable payment with respect 
to good will, such payments shall be 
trotted under section 736 (b> and this 
pir&graph. Generally, the valuation 
placed upon good will by an arm's length 
igreement of the partners, whether spe- 
etfle in amount or determined by a for¬ 
mula. shall be regarded as correct. 

<4i Payments made to a retiring part¬ 
ner or to a successor in interest of a de¬ 
ceased partner for his interest in inven¬ 
tory ih^ be considered as made in ex- 
-change for such partner's interest in 
partnership property for the purposes 
of section 736 <b) and this paragraph. 
However, payments for an interest in 
nbfttantially appreciated inventory 
items, as defined in section 751 <d). arc 
select to the rules provided in section 
751 (b) and f 1,751-1 (b). The port- 
bcithip basis in inventory items as to a 
deceased partner's successor in interest 
fioe# not change because of the death of 
tbe partner unless the partnership hn.<i 
elects the optional b^s adjustment 
tadcr section 754. But sec 11.751-1 (b) 
(3) (Ui). 

(5) Where payments made under sec¬ 
tion 736 are received during the taxable 
year, the recipient must segregate that 
portion of each such pa 5 rment which is 
^letermlned to be in exchange for the 
Partner's interest in partnership prop¬ 
erty and treated as a distribution under 
•ccUon 736 (b) from that portion treated 
a distributive share or guaranteed 
payment under section 736 (a). Such 
allocation shall be mode as follows— 
ill If a fixed amount (whether or 
Pot fojppicmented by any additional 
amounts) is to be received over a fixed 
ipflnber of years, the portion of each pay- 
®*ni to be treated as a distribution under 
action 736 (b) for the taxable year shall 
»car the same ratio to the total fixed 
payment for^such year (as dis- 
•tofnlshed from the amount actually re- 
^ved> as the total fixed agreed pay- 
®onts under section 736 (b) bear to the 
Jotal fixed agreed payments under sec- 
736 (a) and (b). The balance, IX 
PPy»of such amount received In the same 
liable year shall be treated as a distrib- 
share or a guaranteed payment 
^W8ccUon736 (a) (1) or (2). How- 
if the total amount received in any 
year is less than the amount con- 
Sypcd as a distribution under section 
for that year, then any unapplied 
shall be added to the portion of 
^ payments for the following year or 
which arc to be treated as a dlstrl- 
uzKicr section 736 (b). For ex¬ 


ample. retiring partner W who Is en¬ 
titled to an annual payment of 16.000 for 
10 years for his interest In partnership 
property, receives only $3,500 in 1955. In 
1956. he receives $10,000. Of this 
amount. $8,500 ($0,000 plus $2,500 from 
1955) is treated as a distribution under 
section 736 (b) for 1956; $1,500, as a pay¬ 
ment under section 736 (a). 

(ii> If the retiring partner or deceased 
partner's successor in interest receives 
payments which are not fixed in amount, 
such payments ahall first be treated as 
payments in exchange for his Interest in 
partnership property under section 736 
(b) to the extent of the value of that 
interest and, thereafter, as payments 
under section 736 (a). 

(ill) In lieu of the rules provided in 
subdivisions (1) and (ii> of this subpara¬ 
graph. the allocation of each annual pay¬ 
ment between section 736 (a) and (b) 
may be made in any manner to which all 
the remaining partners and the wlth- 
draa^lng partner or his successor in inter¬ 
est agree, provided that the total amount 
alloc^atcd to property under section 736 
(b) does not exceed the fair market value 
of such property at the date of death or 
retirement. 

(6) Except to the extent section 751 
(b) applies, the amount of any gain or 
loss with respect to payments under sec¬ 
tion 736 (b) for a retiring or deceased 
partner's interest in property for each 
year of payment shall be determined 
under section 731. However, where the 
total of section 736 (b> payments is a 
fixed sum. a retiring partner or a de¬ 
ceased partner's successor In Interest 
may elect (in his tax return for the first 
taxable jrear for which he receives such 
payments). to report and to measure the 
amount of any gain or loss by the dif¬ 
ference between— 

(l> The amount treated as a distribu¬ 
tion under section 736 (b) In that year, 
and 

(ii) The portion of the adjusted basis 
of the partner for his partnership inter¬ 
est attributable to such distribution (1. e., 
the amount which bears the same pro¬ 
portion to the partner's total adjusted 
basis for his lyartnerahip interest as the 
amount distributed under section 736 
(b) in that year bears to the total amount 
to be distributed under section 736 (b)) • 

A recipient who elects under this sub- 
paragraph shall attach a statement to 
his tax return for the first taxable year 
for which he receives such payments, 
indicating his election and showing the 
computation of the gain included in 
gross Income. 

(7) Tlic provisions of this paragraph 
may be illustrated by the following 
examples: 

Example (I) Fartneruhlp ABC U a per- 
Bonal aervlce psrtnerahip and lU baUoce 
•beet tfl as foUowi: 
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Partner A retire* from the partnerahlp In 
aecordonce with an agreement whereby hU 
ahare oi ItablllUea ($1,000) la aaiumed. In 
addition he la to receive tO.OOO In the year 
of retirement plua $10,000 In each of the two 
succeeding years. Thus, the total that A 
receives for hla partnership Interest la $30.- 
OeX) ($29,000 In cash and $1,000 In llablllUca 
assumed >. Under the agreement terminating 
AW Interest, the value of AW Interest In sec¬ 
tion 736 (b) partnership property Is $12,000 
(one-third of $36,000, the sum of $13,000 cash 
and $23.<X)0. the fair market value of capital 
and seoUoQ 1231 assets). AW share in un¬ 
realized receivables la not included in hla 
Interest in partnership property described In 
section 736 (b). Since the basis of AW in¬ 
terest is $11,000 ($10,000 plus $1,000. hla share 
of partnership lUbilltlea). he will reallxe a 
capital gain of $1,000 ($13,000 minus $11,000) 
from the disposition of hts Interest In part¬ 
nership property. The remaining $18,000 
($30,000 minus $12,000) wUl constitute pay¬ 
ments under section 736 (a) (2) which are 
taxable to A as guaranteed payments under 
section 707 <c). The payment for the first 
year U $10,000. oontlsUng of $9,000 In cash, 
plus $1,000 In liability assumed (section 752 
(b)). Thus, unless the partners agree other¬ 
wise under subparagraph (6) (111) of this 
paragraph, each annual payment of $10X)00 
will be allocated as follows: $6000 (16.000/ 
80.000 of $10,000) is a section 736 (a) (2) 
payment and $4,000 <12.000/30.000 of $10,000) 
Is a payment for an interest In section 736 
(b) partnership property. (The partnership 
xnay deduct the $6,000 guaranteed payment 
made to A In each of the 8 years.) The gain 
on the payments for partnership property will 
be determined under section 731, as provided 
In subparagraph (6) of this paragraph. A 
will treat only $4.OCX) of each payment as 
a distribution In a series In Uquldatioo of 
his entire interest and. under section 731. 
will have a capital gain of $1,000 when the 
last payment is made. However, if A so elects, 
as provided In subparagraph (6) of this para¬ 
graph. he may treat such gain as follows: 
Of each $4,000 payment attributable to AW 
Interest In partnership property. $333 Is capi¬ 
tal gain (one-third of the total capital gain 
of $1,000), and $3.C67 is a return of capital. 

ExamfUe (2). Assume the same lacU as in 
example (t) of this subparagraph except that 
the agreement between the partneni provides 
for payments to A for 3 yeari of a percentage 
of annual income Instead of a fixed amount. 
Unless the partners agree otherwise under 
subparagraph (6) (111) of this paragraph, all 
payments recelv^ by A up to $12,000 aboil 
be treated under oecUon 736 (b) os payments 
for AW Interest in partnership property. His 
gain of $1,000 will be taxed only after he has 
received his full basis under section 731. 
Since the payments are not fixed In amount, 
the election provided In subparagraph (6) 
of this paragraph is not available. Any pay¬ 
ments In excels of $12,000 shall be treated os 
a dlstiibutive share of partnership income 
to A under section 736 (a) (1). 

Example (3). Assume the some facts ss 
In example (1) of this subparagraph except 
that the partnerahlp agreement provides that 
the payment for AW Interest in partnership 
property ahall Include payment for his In¬ 
terest In the good will of the partnerahlp. At 
the time of AW reUrement. the partners de¬ 
termine the value of partnership good will to 
be $9,000. The value of AW Interest In part¬ 
nership proi>erty described Ln section 736 (b) 
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U thus $15,000 (one-third of $45,000. the 
sum of $13,000 cash, plus $33,000. the vnlue 
of cspltal and section 1331 atsseis. plus $0,000 
good will). From the dUposltion of his in¬ 
terest In partnership property. A will realise a 
capital gain of $4j000 ($15,000, minus $11.- 
000) the basis of his interest. The remaining 
$15,000 ($30,000 minus $15,000) Will con¬ 
stitute payments under section 730 (a) (3) 
which are taxable to A as guaranteed pay¬ 
ments under section 707 (c), 

(c) Cross reference. See section 753 
for treatment of payments under sec¬ 
tion 736 <a) as income in respect of a 
decedent under section 691. 

Transfers of Interests in a Parinershtp 

S 1.741 Statutory provisions: rccog- 
nition and character of gain or loss on 
sale or ejcchanoe. 

Bmc. 741. Rccognitifyn and character of 
gain or loss on aale or exchange. In the 
case of a sale or exchange of an Interest in 
a partnership, gain or )o« ahall be recog¬ 
nised to the tratuferor partner. 8uch gain 
or loss shall be considered as gain or Iom 
from the sale or exchange of a capita) asset* 
except as otherwise provided in section 751 
(relating to unreaUaed receivables and In¬ 
ventory items which have appreciated sub¬ 
stantially In value). 

8 1.741-1 Recoanition and character 
of gain or loss €m sale or exchange, <a) 
The sale or exchange of an interest in a 
partnership shall, exc^ept to the extent 
section 751 (a) applies, be treated as the 
sale or exchange of a capital asset, re¬ 
sulting In capital gain or loss measured 
by the difference between the amount 
raized and the adjusted basis of the 
partnership interest, as determined 
under section 705. Pbr treatment of 
selling partner's distributive share up to 
date of sale, see section 708 <c> (2>. 
Where the provisions of section 751 re¬ 
quire the recognition of ordinary income 
or loss with respect to a portion of the 
amount realized from such sale or ex¬ 
change. the amount realized shall be re¬ 
duced by the amount attributable under 
section 751 to unrealbMKl receivables 
and substantially appreciated inventory 
items, and the adjusted basis of the 
traasferor partner's Interest In the part¬ 
nership shall be reduced by the portion 
of such basis attributable to such un¬ 
realized receivables and substantially 
appreciated inventory Items. See section 
751 and 8 1.751-1. 

(b> Section 741 shall apply whether 
the partnership interest Is sold to one or 
more members of the partnership or to 
one or more persons who arc not mem¬ 
bers of the partnership. Section 741 
shall also apply even though the sale of 
the partnership interest results in a ter¬ 
mination of the partnership under sec¬ 
tion 708 (b). Thus, the provisions of 
section 741 shall be applicable (1) to the 
transferor partner in a 2-man partner¬ 
ship when he sells his interest to the 
other partner, and (2) to all the mem¬ 
bers of a partnership when they sell 
their interests to one or more persons 
outside the partnership. 

<c) Sec section 351 for nonrecogni¬ 
tion of gain or loss upon transfer of a 
partnership interest to a corporation 
controlled by the transferor. 

8 1.742 Statutory provisions; basis of 
transferee partner's interest. 


Sac. 743. Basis of transfertt partner'a (n- 
terest, Tha baala of an intervai In a partner- 
ahip acquired oihar than by contribution 
ahall be determli\ed under port U of aub- 
chapter O (aec. 1011 and following). 

8 1.742-1 Basis of transferee partner's 
interest. The basis to a transferee part¬ 
ner of an interest In a partnership shall 
be determined under the general basis 
rules for property provided by part n 
of subchapter O (sections 1011 to 1022. 
inclusivo. Thus, the basis of a pur¬ 
chased interest will be Its cost. The basis 
of a partnership Interest acquired from a 
decedent is the fair market value of the 
interest at the date of his death or at 
the alternate valuation date. Increased 
by his estate's or other successor's share 
of partnership liabilities, if any. on that 
date, and reduced to the extent that such 
value Is attributable to items constitut¬ 
ing income in respect of a decedent (see 
section 753 and 18 1.706-1 (c> <3) (v) 
and 1.753-1 (b>) under section 691. See 
section 1014 (c>. For basts of contribut¬ 
ing partner's interest, see section 722. 
The basis so determined is then subject 
to the adjustments provided in section 
705. 

8 1.743 Statutory provisions: optional 
adjustment to basis of partnership 
property, 

SBC. 743. Optional adjustment to basis of 
partnership prepertg —(a) Oeneral rule. 
The biuU of paruierahlp property ahall not 
be adjuiited ae the reetiU of a tranarer of an 
interest in a partnerahlp by sale or exchange 
or on the death of a partner unleaa the elec¬ 
tion provided by acotlon 754 (relating to 
optional adjuatmrnt to baala of partnenhip 
property) U in effect with respect to such 
partnership. 

(b> Adjustment to basis of partnership 
p r ope r ty. In the case of a transfer of an 
Interest In a partnership by aale or exchange 
or upon the death of a partner, a partnership 
with reepect to which the election provided 
in section 754 la In effect shall— 

(1) Increase the adjusted basis of the 
partnership property by the excess of the 
basis to the transferee partner of his Interest 
In the partnership over his proportionate 
share of the adjusted basis of the partner¬ 
ship property, or 

(3) Decrease the adjusted basis of the 
partnership property by the excess of the 
transferee partner's proportionate share of 
the adjusted basis of the partnership prop¬ 
erty over the basis of his Interest In the 
partnership. 

Under regulations prescribed by the Secre¬ 
tary or his delegate, such increase or de¬ 
crease shall consiUute an adjustment to 
the basis of partnership property with re¬ 
spect to the transferee partner only. A 
partner's proportionate share of the adjiuted 
basis of partnership property shall be deter¬ 
mined in accordance with his interest In 
partnership capital and. In the case of an 
agreement described In section 704 (o) (3) 
(relating to effect of partnership agreement 
on contributed property), such abare ahall 
be determined by taking auch agreement 
Into account. In the case of an adjustment 
under this subseetton to the basis of partner¬ 
ship property subject to depletion, any de¬ 
pletion atlowabte ahall be determined aep- 
amtely for the transferee partner with re¬ 
spect to his interest In such property. 

(o) Allocofkm of batit. The allocation of 
basis among partnership properUes where 
subsection (b) U applicable shall be made 
in accordance with the rules provided in 
aectiOQ 75ft. 


8 1.743-1 Optional adjustment to 
basis of partnership property —(a> Qen~ 
eral rule. The basis of partnership 
property shall not be adjusted as the re¬ 
sult of a transfer of an interest in $ 
partnership, either by sale or exchange 
or as a result of the death of a partner, 
unless the election provided by sectloa 
754 (relating to optional adjustment to 
basis of partnership property) is in effect 
with respect to the partnership. How¬ 
ever. whether or not the election pro¬ 
vided In section 754 is in effect, the basts 
of partnership property shall not be ad¬ 
justed as the result of a contribution of 
property, including money, to the part¬ 
nership. 

(b) Adjustment to basis of partnerthip 
property —<1) Determination of adjust- 
ment. In the case of a transfer of an 
Interest in a partnership, either by sale 
or exchange or as a result of the death 
of a partner, a partnership as to which 
the election under section 754 Is In effect 
shall— 

(i) Increase the adjusted basis of 
partnership property by the excess of the 
transferee's basis for his partnership in¬ 
terest over his share of the adjic^tc'd basil 
to the partnership of all partnership 
property, or 

(U) Decrease the adJust(^d basis of 
partnership property by the excess of the 
transferee partner's share of the ad¬ 
justed basis of all partnership property 
over his basis for his partnership InteresL 

The amount of the increase or decrease 
constitutes an adjustment affecting the 
ba^ of partnership property with re¬ 
spect to the transferee partner onljr. 
Thus, for purposes of depreciation, de¬ 
pletion. gain or loss, and dlstributlooi, 
the transferee partner will have a spe¬ 
cial basis for those partnership proper¬ 
ties which are adjusted under lecUon 
743 (b> and this paragraph. This «pe- 
clal basis in his share of the common 
partnership basis (i. e., the adjusted 
basis of such properties to the portn^ 
ship without regard to any special basts 
adjustments of any transferee) plus or 
minus his special basis adjustments. A 
partner's share of the adjusted basis of 
partnership property is equal to th$ 
sum of his Interest as a partner in part¬ 
nership capital and surplus, plus his 
share of partnership llablllUcs, Whexa 
an agreement with respect to contribute 
property is In effect under section 704 
(c) (2), such agreement shall bo taken 
Into account In determining a partners 
share of the adjusted basis of partner¬ 
ship property. Generally. If a partner! 
Interest in partnership ciqiltal 
profits is Vs* share of the adjusts 
basis of partnership property will be ri 
of such basis. The provisions of wu 
paragraph may be illustrated by the fol¬ 
lowing examples: 

Example (S). A U a member of 
ship ABO In which the partnem haw 
Interests In capital and proflts. The 
nerahip has made the election 
tlon 754. reUtlng to the optional 
ment to the basis ot partnership 
A sells his Interest to P for $33,000. ^ 
balance aheet of the partnership at the 
ot sale shows the following: 
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The ftmount of the ed jueUnent under lecUon 
743 (b) Is the dlSeronce between the bueis 
tt the trancforce'ii Interott In the pertnerahlp 
ifid hli there of the adjusted bssUi of part- 
Mnhtp property. Under section 743, the 
basil oi p'l interest Is 936433 (the cash paid 
tor A3i Interest, $33,000. plus $3433, Pb share 
of partnership lUbllltlea). P's share of the 
MJiuted basis of partnership property Is 
ll$413.1. e„ $16400 plus $3,333. The amount 
to be added to the basis of partnership prop- 
«y Is, therefore, $7,000, the difference be- 
teeen $26433 and $18433, This amount 
sin be allocated to partnership properties In 
aficordsnce with the rules set forth in section 
7W snd 11.756-1. 

itra^npis (2). D Is a member of partner- 
thlp DKP In which the partners have equal 
latertsts in profits, but not In capital. The 
psrt&enhip has made the election under 
iseUon 764. D dies and hit interest passes 
to W, his widow. The balsnce sheet of the 
psruienhlp at the date of D*i death shows 
tbs following: 
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Jbs smount of the adjustment under lec- 
Jjott 743 (b| Is the difference between the 
••Is of the transferee's Interest In the part- 
®®^lp and her share of the adjusted basis of 
pftnenhlp property. Under section 743, the 
of Ws Interest Is $39433 (the fair mar- 
w value of DW Interest at hls death. $36,000, 
$3433, hls ahare of partnership Ua- 
•wltles), VTs share of the adjuated basis of 
jj^rruhlp property U $31433 (1. e., $18,000 
gjjs 93439, per share of partnership UablU* 
The amount to bo added to the basis 
psrtnerehlp property is. therefore, $8400, 
^ difference between $39,333 and $21433. 


This amount will be anocaied to partnership 
properties In accordance with the rules set 
forth in section 765 and I 1.766-1. 

Koto that in examples (1) and (2) of this 
subparagraph the amount of the adjust¬ 
ment does not depend upon the adjusted 
basis to the transferor for his interest in 
partnership capital. 

(2) Determination of partner's share 
of adjusted bosis o/ partnership property. 
(i) Under the provisions of section 743 
(b>, a partner's share of the adjusted 
basis of partnership property shall be de¬ 
termined by taking into account the ef¬ 
fect of any partnership agreement with 
respect to contributed property^ as de¬ 
scribed in section 704 (c) (2), or the ef¬ 
fect of the contribution of undivided 
interests under section 704 (c> <3). This 
rule may be illustrated by the following 
examples: 

Kiample (f >. A. B. and C form paxtnenhip 
ABC. to which A contributcii land worth 
$1,000 (property X| with an adjusted baala to 
him of $400. and B and C each oontrlbutea 
$1,000 cash. Each partner baa $1,000 credited 
to him on the books of the partnerahip aa 
hit capital contribution. The partners ahare 
In proflte equally. During the partnenhlp^ 
flrat taxable year, property X appreciates in 
value to $1400. A aelli hU one-third Interest 
In the partnerahip to D for $1,100, when the 
election under aectlon 764 la in effect. No 
agreement under aecUon 704 (o) (2) la In 
effect. The adjusted baala of the partnerahip 
property U Increased with reaped to D by 
the exceea of hla baaU for hls partnership 
interest. $1,100. over hla share of the ad¬ 
juated basis of partnership property, $800 
of $2,400. the total adjuated baaia of 
partnerahip property). The amount of the 
adjuatment, therefore, la $300 ($1,100 mlnua 
$800), which la an Increase In the basts of 
partnerahip property with respect to D only. 
This special baaia adjustment will be allo¬ 
cated to property X. (8ee section 755 and 
I 1.766-1.) If property X la sold for $1,800. 
Use gain to the partnership la $1400 ($1,800 
received, less the adjusted common partner¬ 
ship basis of $400 for property X). Thus, 
each partner's distributive ahare of the gain 
cm the sale la $400. However. D's recognlxed 
gain la only $100 (hls $400 distributive ahare 
of the gain, reduced by $300, hla apeclal basis 
adjustment with respect to property X). If 
D purchased hla interest from B or C. the 
partners who contributed cosh. D*s adjust¬ 
ment under section 743 (b) would also be 
$300, computed in exactly the aame manner 
as In the case of a purchase from A. • 

Example (2). Assume that partnership 
ABC desciib^ in example (1) of this sub¬ 
division has an agreement under section 704 
( 0 ) (3) with respect to property X. stating 
that upon the sale of that property any gain, 
to the extent attributable to the precontrlbu- 
Uon appreciation of $800 (the difference be¬ 
tween lU value. $1,000. and Its basts, $400. 
at the time of the oontrlbutlon) is to be allo¬ 
cated entirely to A. who contributed prop¬ 
erty X. Upcm the purchase of A*s Interest by 
D for $1,100, the computation of D's special 
boKls would differ from Uiat Indicated in 
example (1) of this subdivision as follows: 
Under the partnership agreement. A*s share 
of the $2,400 adjusted basis of partnerahip 
properly Is only $400 (hls basis for property 
X prior to Its contribution to the partner¬ 
ship), and B's and Cs share is $1,000 each 
(the amount of the cash investment of each). 
The amount of the Increase to D in the ad- 
jiuted basis of partnerahip property tuidcr 
section 743 <b) (1) is $700 (the excess of 
$1,100. D's cost basis for his Interest, over 
$400. A*b share of the adjusted basts of part¬ 
nership property to which D succeeds). This 
amount constitutes an adjustment to the 
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basis of partnership property with respect to 
D only. If X is sold by the partnership for 
$1,800. the gain Is $1400 ($1400 received less 
the adjusted common partnership basis of 
$400). Under the partnership agreement. 
$800 of this gain, which Is attributable to 
precontributlcm appreciation in value. Is 
allocable to D, who is A*s sticceesor. The 
remaining $600 gain Is not subject to the 
agreement and Is allocable to the partners 
equally, $300 each. D's distributive share of 
the partnership gain Is thus $800 plus $300, 
or $800. However, D has a special basis ad¬ 
justment of $700 under section 743 (b) (l>, 
which reduces hls gain from $800 to $100. 
B and C each has a gain of $300, which Is 
unaffected by the transfer of A's interest 
to D. 

ffxampfe (2). Assume the same facts as 
In example (3) of this subdivision, except 
that D has purchased his interest from B 
instead of from A. HU special baaSs adjuat¬ 
ment for partnership property In this case 
differs from that where he had purchased 
hls interest from A, because of the effect of 
the agreement under section 704 (c) (2). 
In thle case, D is a successor to B, whose 
share of the adjusted basis of partnership 
property U $1400, Instead of A. whose ahare U 
only $400. As a result, the adjustment under 
section 743 (b) (1) Is the excess of D's cost 
baaU for hU Interest, $1,100, over hU sliare of 
the adjusted basis of partnership property. 
$1,000, or $100. In this case. If property X 
U sold for $1,800, the partnership gain is 
$1,200 ($1,800 less the adjusted partnership 
basis of $400). Of IhU gain, $800. represent¬ 
ing prscontrlbuUon appreciation. Is allocabls 
to A under the partnership agreement. The 
remaining $800 U allocabls In the amount 
of $200 to each partner. 81nce D aa a trans¬ 
feree has a special basis adjustment of $100 
under eecUon 743 (b) (1), hU gain U re¬ 
duced from $300 to $100. 

(11) If a partner receives a distribu- 
Uon of property with respect to which 
another partner has a special basis ad¬ 
justment, the distributee shall not UJee 
Into account the special basis adjust¬ 
ment of the other partner. However, the 
partner with the special basis adjust¬ 
ment will reallocate it under section 755 
to remaining partnership property of 
a like kind or. Lf be receives a distribu¬ 
tion of like property, to such distributed 
property. If a partner receives a dis¬ 
tribution of property with respect to 
which he has a special basis adjustment, 
such basis adjustment will be taken into 
account when relevant under section 
733. See 9 1.732-2 (b). If, at the time 
a partner receives property (whether 
or not he has a special basis ad- 
bnsls adjustment with re.spect to such 
property), he relinoulshes his Interest 
in other property of a like kind with re¬ 
spect to which he has a special basis 
adjustment, the adjusted basis to the 
partnership of the distributed property 
shall Include his special basis adjust¬ 
ment for the property in which he relln- 
Quished his Interest. For the purposes 
of the preceding sentence, a partner will 
be considered as having relinquished 
hla interest in any remaining partner¬ 
ship properties jnhen his Interest has 
been completely liquidated: however, 
when a partner receives a distribution 
not in liquidation, he will be considered 
as relinquishing bis intorcst only in 
property distributed to other partners. 
For the purposes of this subdlvi'^on. like 
property means property of the same 
class, that is. stock In trade, property 
used in the trade or business, capital 
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assets, etc. For certain adjustments to 
the basis of remaining partnership prop¬ 
erty after a distribution to a transferee 
partner, see 5 1.734-2 tb). Tlic pro¬ 
visions of this subdivision may be illus¬ 
trated by the following examples: 

STampU! (/). C I* a tmimferee partner In 
partnership BC. The partnership owns, 
among other asseU. X. a depreciable aaset 
with a common basis to the partnership of 
f1.000 and a special basis adjustment to C of 
#300. and Y, another depreciable asset with 
a common basis of S800 and a special basts 
adjustment to C of $300. B and C agree that 
B will receive a dlstrlbutton of property Y. 
and C will receive a distribution of pre^terty 
X. with ail Ollier property to remain in the 
partnership. With respect to B. the partner- 
ahSp basis of property Y la $800, the common 
partnership basi^ Y wlU. therefore, have 
a basis of $800 in B's hands under section 
732 <s| which provldee for the use of a 
carryover basis in the case of current dis¬ 
tributions. With respect to O. hossever. the 
partnership basis of property X Is $1,500. 
the common partnership basis of $1,000. plus 
C's special basis adjustment of $200 for 
property X. plua CTa additional special basla 
adjustment of $300 for property Y, In which 
he has relinquished hts Interest. 

Example <2). (a) Partner D acquired his 
one-tbtrd Interest In partnership BCD for 
$14,000 from a previous partner when an 
election under section 754 was in effect. 
Therefore, under section 743 (b). D has a 
special basis adjustment for certain partner¬ 
ship property. Assume that at the time of 
the distribution In paragraph (b) of this 
example, the partnership assets consist of 
cash and rental property and that such 
assets and D*b special basis adjustments un¬ 
der section 743 (b) are as follows: 


Item 

Fsir 

marlcrt 

value 

Cora* 

man 

ptrl* 

nership 

liSJh 

n*s 

•hafv 

D*i 

■prdal 

sd)avl- 

meat 

Fart- 
nrrShtp 
basis Io 
D 


$1X000 

lUOQO 

HOOO 


$4000 

U<iuis: 

U.,___ 

e.ono 

1,3M 

400 


400 

V_ 

aooo 

4.vn 

1.300 

T.... ... 

tMO 

W_ 

KOUO 

).&IXI 

iOQ 


500 

X . 

wooo 

4. mo 

l.fino 

•xoob 

Xe»o 

V 

wono 

AOOO 

Xouo 


xooo 

z . 

7.000 

xooo 

1. ito 

1.000 

xooo 

Total.*. 

(d.000 

xxooo 

11,000 

xooo 

14.000 


<b> Assume further that D receives $4,000 
In cash and houses Y and Z in complete 
liquidation of his Interest In partnership 
BCD. In determining the basis to D of 
houses Y and Z under section 782 (b) and 
' <c>, D must allocate $10,000 basis ($14,000 
basis for hla Interest, less $44)00 cash re¬ 
ceived) to houses Y and Z In proportion to 
their adjusted bases to the partnexidilp. For 
purposes of section 732 (c). the adjusted 
basis of house Y is $7,200. ($0,000 common 

partnership basis, plus $1,200. allocated share 
of ]>B special basis adjustment of 92,000 tat 
house X. in which D relinquished his luter- 
est). The adjusted basis of house Z la $4,000 
($3,000 common partnership basis, plus 
$1,000. D‘s specisl basis for house Z. plus 
$800. allocated shsre of D*s special basla of 
$2,000 for house X. in which D relinquished 
his interest). See eubparagrsph (2) (U) 
of this paragraph under,, which 6.000/10.000 
of the $2XX)0 special basis adjustment for 
X is allocated to Y and 4.000/10.000 of such 
amount to Z. Hierefore. $64)00 basis 
(74100/12.000 Of $10,000) is allocated to bouse 
Y and $4,000 basU (4j00/124>00 of $10,000) 
to house Z. , 

(o) Since houses Y and Z had $12jOOO 
basis to the partnership, as computed In 
paragraph (b) of this example, and only 
$1,000 basis io D, as determined \md«r sec¬ 
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tion 732. the partnership, under section 734 

(b) (1) (B). must Increase the basis of 
remaining partnership property (houses U, 
V. W. and X) by $2,000 (excess of $12,000 
over $10,000), For allocation of this amount, 
see eecUon 755 and I 1.755-1. 

(Ui) Where an adjustment U made 
under section 743 (b) to the basis of 
partnership property subject to deple¬ 
tion, any depletion allowable shall be de¬ 
termined separately for each partner, 
including the transferee partner, based 
on his interest In such property. See 
i 1.702-1 (a) (8). This rule may be Il¬ 
lustrated by the following example: 

Example, A, B, and C each contributes 
$5,000 cash to form partnership ABC. which 
purchases oil property for $15,000. C sub¬ 
sequently sells his partnership interest to D 
for $100,000 when the election under section 
754 is in effect. D has a special basis ad- 
Jiuuneni for the oil property of $25,000 (the 
difference between D's bosia. flOO.OOO. and his 
share of the basis of partnership property, 
$5,000). Assume that the depletion allow¬ 
ance computed under the percentage method 
would be $21,000 for the taxable year so that 
each partner would be entitled to $7,000 as 
him siuire of the deduction for depletion. 
However, under the coat depletion method, at 
on assumed rate of 10 percent, the aUowauoe 
with respect to D’s one-third Interest which 
has a basts io him of $100,000 ($5,000. plus 
his special basis adjustment of $354)00) la 
$10,000. although the cost depletion ollow- 
onoe with respect to the one-third Interest 
of A and B In the oil property, each of which 
has a basis of $5,000. Is only $500. For part¬ 
ners A and B, the percentage depletion la 
greater than cost depletion and each wlU de¬ 
duct $74)00 based on the percentage deple¬ 
tion method. However, os to D. the trans¬ 
feree partner, the cost depletion method re¬ 
sults In a greater allowance and D will, there¬ 
fore. deduct $10,000 baaed on coat depletion. 
See section 613 (a). 

(Iv) Where there haa been more than 
one transfer of partnership interests, 
the last transferee’s special basis ad¬ 
justment, If any, under section 743 <b) 
shall be determined by reference to the 
partnership common basis for its prop¬ 
erty without regard to any prior trans¬ 
feree’s special basis adjustment. For ex¬ 
ample. A. B. and C form a partnership. 
A and B each contributes $1,000 cash 
and C contributes land with a basis and 
value of $1,000. When the land has ap¬ 
preciated in value to $1,300, A sells his 
interest to D for $1,100 of $3,300, 
the value of the partnership property). 
The election under section 754 Is in ef¬ 
fect: therefore. D has a special basis 
adjustment of $100 with respect to the 
land under section 743 <b). After the 
land has further appreciated in value 
to $1,600. D sells his Interest to E for 
$1,200 of $3,600. the value of the 
partnership property). Under section 
743 (b), E has a special basis adjustment 
of $200. ITiis amount Is determined 
without regard to any special basis ad¬ 
justment that D may have had in the 
partnership assets. 

<31 /teianw. A transferee partner 
who has a special basis adjustment under 
section 743 (b> shall attach a statement 
to his income tax return for the first tax¬ 
able year in which the basis of any part¬ 
nership property subject to the adjust¬ 
ment is pertinent in determining his in¬ 
come tax. showing the computation of 
the adjustment and the partnership 


properties to which the adjustment has 
been allocated. 

(c) Allocation of basit. For the alio- 
cation of basis among partnership prop¬ 
erties where section 743 (b) applies, see 
secUon 755 and f 1.755-1. 

Provisions Common to Other Subparti 

81.751 Statutorv provisions: tinff- 
alized receivables and inventory items 

Set. 751, VnreaOxed receivablen end intm* 
tory turns —(a) Sale or exchange of interest 
in partnertHip. Tbs amount of any monty, 
>Dr the fair morkst value of any pro^rty, re¬ 
ceived by a transferor partner in exchange 
for all or a port of him Interest in the pan- 
ncmblp attributable u>— 

(1) Unrealised receivables of the pan- 
nership. or 

(2) Inventory Items of the portnenhip 
which have appreciated substantially In 
value, 

shall be considered os an amount reallxsd 
from the sole or exchange of property other 
than a capital asset. 

(b) Certain distributions treated as tales 
or exchanges —(1) General rule. To Itoe ex¬ 
tent a partner receives In a dlsinbutioo— 

(A) ronnership property deecribed In 
subsection (a) (1) or (2) In exchange for 
all or a port of hla Interest In other port- 
r>emhlp property (including money), or 

(B) Portnerahtp property (includlog 
money) other than property dsscribed In 
subsection (s) (1) or (2) In exchange for 
oil or s part of his Interest In portamhlp 
property described in subsection (a) (1) of 
( 2 ). 

such transactions shall, under regulsuons 
preecrlbed by the Secretory or hla drlcgate. 
be considered os a sols or exchange of such 
property between the distributee and the 
partnership (oa constituted after the dis« 
iributlon). 

(2) Exceptions, Paragraph (1) shall noi 
apply to— 

(A) A distribution of property which th» 
distributee contributed to the panoerthlpi 
or 

(B) Payments, described in section 736 
(a), to a retiring partner or successor in 
Interest of a deceased partner. 

(c) Unrealized reccieables. For purposes 
of this iubchnpter, the term ••unrciUleod re¬ 
ceivables** includes, to the extent not prsvl- 
ouoly Includible In Income under Ibe method 
of accounting used by the partnership, any 
rights (contractual or otherwise) to pay¬ 
ment for— 

(1) Goods delivered, or to be delivered. ^ 
the extent the proceeds therefrom would m 
treated os amounts received from tbs mw 
or exchange of property other then a csplioi 
asset, or 

(2) Services rendered, or to be renderwt 

(d) inventory items wbtcfi have 

aied rubstantiaJIy in rofuc—(I) Subsiantiiu 
appreciation, Inventocy Items of the 
nership shall be considered to have sppr^ 
dated substantially In value If tbelr fair 
market value exceeds— 

(A) 120 percent of the adjusted bosU to 
the partnership of such property, and 

(B) 10 percent at the fair market value or 
all partnership property, other then moo^. 

(2) /noenfory Items. For purposes of this 
aubchapter the term ‘‘Inventory Itstas 
nieans— 

(A) Property of the partnership of ^ 
kind described In eeoUon 1221 (1>. 

(B) Any other property of the partnership 
which, on sole or exchange by the portiw^ 
ship, would be oonoidered 

than a capital asset and other than property 
described In section 1231. and 

(C) Any other property held by the p*^ 
nmhlp which, it held by tbs seUlng ord^ 
Ulbutee partner, would be oooiidervd prop- 
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§riy of the type doscribed in aubperagrepii 
or (B|. 

11.751-1 Unrealized receivables and 
inventory items —(a) Sale or exchange 
of interest in a partnership^tl) Char^ 
ccter of amount realized. To the extent 
that money or property received by a 
partner In exchange for all or part of 
his partnership Interest is attributable 
to his share of the value of partnership 
unrealized receivables or substantially 
appreciated inventory items, the money 
or fair market value of the property re¬ 
ceived shall be considered as an amount 
realized from the sale or exchange of 
property other than a capital asset. The 
remainder of the total amount realized 
on the sale or exchange of the partner- 
Bhip interest is realized from the sale or 
exchange of a capital asset under section 
741, For definition of “unrealized re¬ 
ceivables** and “inventory Items which 
have appreciated substantially in value**, 
see section 751 (o) and (d). Unrealized 
receivables and substantially appreciated 
inventory items are hereafter In this sec¬ 
tion referred to as “section 751 property**. 
See paragraph (e> of this section. 

(3) Determination of gain or loss. 
The income or loss realized by a partner 
upon the sale or exchange of his interest 
in section 751 property is the difference 
between (i) the portion of the total 
amount realized for the partnership in¬ 
terest allocated to section 751 property, 
and (11) the portion of the selling part¬ 
ner’s basis for his entire interest allo¬ 
cated to such property. Generally, the 
portion of the total amount realized 
which the seller and the purchaser allo¬ 
cate to section 751 property in an arm's 
length agreement will be regarded as 
correct. The portion of the partner's 
adjusted basis for his partnership inter¬ 
est to be allocated to section 751 property 
ahall be an amount equal to the basis 
»uch proi>erty would have had imder sec¬ 
tion 732 (including subsection (d) there¬ 
of > If the selling partner had received 
his share of such properties In a current 
distribution made immediately before 
the sale. See 9) 1.732-1 and 1.733-2. 
Such basis shall reflect the rules of sec¬ 
tion 704 (c) (3). If applicable, or any 
s^reement under section 704 (c) (2). 
Any gain or loss recognized which is at¬ 
tributable to section 751 property will be 
ordinary gain or loss. The difference be¬ 
tween the remainder. If any, of the part- 
t^r'8 adjusted basis for his partnership 
Interest and the balance, if any, of the 
^ount realized is the transferor's capi¬ 
tal gain or loss on the sale of his part¬ 
nership Interest. 

G) Statement reqtifrcd. A transferor 
partner selling or exchanging any pari 
of his interest in a partnership wWch has 
any section 751 property at the time of 
aale or exchange shall submit with his 
®oome tax return for the taxable year 
in which the sale or exchange occurs a 
statement setting forth separately Uio 
following information: 

<i) The date of the sale or exchange, 
Ine amount of the transferor partner's 
adjusted basis for his partnership Inter- 
and the portion thereof attributable 
•p section 751 property under section 
732: and 
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(11) The amount of any money and 
the fair market value of any other prop¬ 
erty received or to be received for the 
transferred interest In the partnership, 
and the portion thereof attributable to 
section 751 property, 

(Ul) If the transferor partner com¬ 
putes his adjusted basis for section 751 
property under the provisions of section 
732 (d>. he must aLso include in the 
statement the information required by 
9 1.732-1 (d) <3). 

<lv) If the transferor partner has a 
special basis adjustment under section 
743 (b), he must also Include in the 
statement the computation of his spe¬ 
cial basis adjustment and the partner¬ 
ship properties to which the adjustment 
has b^n allocated. 

(b> Certain distributions treated as 
sales or exchanges —(1) In general. 
<i> Certain distributions to which sec¬ 
tion 751 (b> applies are treated In part 
as sales or exchanges of property between 
the partnership and the distributee part¬ 
ner. and not as distributions to which 
sections 731 through 736 apply. A dis¬ 
tribution treated as a sale or exchange 
tmder section 751 (b) is not subject to 
the provisions of section 707 (b). Sec¬ 
tion 751 <b) applies whether or not the 
distribution is in liquidation of the dis¬ 
tributee partner’s entire interest in the 
partnership. However, section 751 <b) 
applies only to the extent that a partner 
either receives section 751 property in 
exchange for his relinquishing any part 
of his interest in other property, or re¬ 
ceives other property In exchange for his 
relinquishing any part of his Interest in 
section 761 property, 

(ii) Section 751 (b) does not apply to 
a distribution to a partner which is not 
in exchange for his interest in other 
partnership property. Thus, section 751 
(b) docs not^apply to the extent that a 
distribution consists of the distributee 
partner's share of section 751 property 
or his share of other property. Simi¬ 
larly, section 751 (b> does not apply to 
current draw ings or to advances against 
the partner's distributive share, or to a 
distribution which Is. in fact, a gift or 
payment for services or for the use of 
capital. In determining whether a part¬ 
ner has received only his share of either 
section 751 property or of other property, 
his interest in such property remaining 
in the partnership Immediately after a 
distribution must be taken Into account. 
For example, the section 751 property in 
partnership ABC has a fair market value 
of SIOO.CHK) in which partner A has an 
interest of 30 percent, or $30,000. If A 
receives $20,000 of section 751 property 
in a distribution, and continues to have 
a 30-pcrcent Interest in the $80,000 of 
section 751 property remaining in the 
partnership after the distribution, only 
$6,000 ($30,000 minus $24,000 (30 percent 
of $80,000)) of the section 751 property 
received by him will be considered to be 
his share of such property. The remain¬ 
ing $14,000 ($20,000 minus $6,000) re¬ 
ceived is in excess of his share. 

(ill) If a distribution is, in part, a dis¬ 
tribution of the distributee partner's 
share of section 751 property, or of other 
property (including money) and. In part, 
a distribution in exchange of such prop¬ 


erties. the distribution shall be divided 
for the purpose of applying section 751 
(b). The rules of section 751 <b) shall 
first apply to the part of the distribution 
treated as a sale or exchange of such 
properties, and then the rules of sections 

731 through 736 shall apply to the part 
of the distribution not treated os a sale 
or exchange. See paragraph (b) (4) 
(ii) of this section for treatment of pay¬ 
ments under section 736 (a). 

(2) Distribution of section 751 prop¬ 
erty (unrealized receivables or subs tan- 
tially appreciated inventory items). (1) 
To the extent that a partner receives sec¬ 
tion 751 property in a distribution in ex¬ 
change for any part of his Interest in 
partnership property (Including money) 
other than section 751 property, the 
transaction shall be treated as a sale or 
exchange of such propeilies betw^een the 
distributee partner and the partnership 
(as constituted after the distribution). 

(ii) At the time of the di.'UribuUon. 
the partnership (as constituted after the 
distribution) realizes ordinary Income or 
loss on the sale or exchange of the sec¬ 
tion 751 property. The amount of the 
income or loos to the partnership will be 
measured by the difference between the 
adjusted basis to the partnership of the 
section 751 property considered as sold 
to or exchanged with the partner, and 
the fair market value of the distributee 
partner's interest in other partnership 
property which he relinquished in the 
exchange. In computing the partners* 
distributive shares of such ordinary in¬ 
come or loss, the Income or loss shall be 
allocated only to partners other than the 
distributee and separately taken into 
account under section 702 (a) (8). 

(Ui) At the time of the distribution, 
the distributee partner realizes gain or 
loss measured by the difference between 
his adjusted bosis for the property re¬ 
linquished in the exchange (including 
any special basis adjustment which he 
may have) and the fair market value of 
the section 761 property received by him 
in exchange for his interest in other 
property which he has relinquish()d. 
*1716 distributee's adjusted basis for the 
property relinquished Is the basis such 
property would have had under section 

732 (Including subsection <d) thereof) 
if the distributee partner had received 
such property in a current distribution 
Immediately before the actual distribu¬ 
tion which is treated wholly or partly 
as a sale or exchange under section 751 
<b). The character of the gain or loss 
to the distributee partner shall be de¬ 
termined by the character of the prop¬ 
erty in which he relinquished his inter¬ 
est. 

(3) Distribution of partnership prop¬ 
erty other than section 751 property. 
(i) To the extent that a partner re¬ 
ceives a distribution of partnership 
property (Including money) other than 
section 751 property in exchange for 
any part of his Interest in section 751 
property of the partnership, the distri¬ 
bution shall be treated as a sale or ex¬ 
change of such properties between the 
distributee partner and Uie partnership 
(as constituted after the distribution), 

(U> At the time of the distribution, 
the partnership (as constituted after the 





2526 

distribution) realises crain or loss on the 
sale or exchange of the property other 
than section 751 property. The amount 
of the gain to the partnership will be 
measured by the difference between Uie 
adjusted basis to the partnership of the 
distrlbuU*d property considered as sold 
to or exchanged with the partner, and 
the fair market iralue of the distributee 
partner's interest in section 751 property 
which he relinquished in the exchange. 
The character of the gain or loss to the 
partnership Is determined by the charac* 
ter of the distributed property treated 
as sold or exchanged by the partnership. 
In computing the partners' distributive 
shares of such gain or loss, the gain or 
loss shall be allocated only to partners 
other than the distributee and separately 
taken into account under section 702 
(a) <8). 

iiiii At the time of the distribution, 
the distributee partner realises ordinary 
Income or loss on the sale or exchange 
of the section 751 property. The amount 
of the distributee partner's income or 
loss shall be measured by the difference 
between hU adjusted basis for the section 
751 property reilnqulshed in the ex¬ 
change < including any special basis ad¬ 
justment which he may have), and the 
fair market value of other property (in¬ 
cluding money) received by him in ex¬ 
change for his interest in the section 751 
property which he has relinquished. 
The distributee partner's adjusted basis 
for the section 751 property relinquished 
is the basis such property would have 
had under section 732 (including sub¬ 
section (d) thereof) If the distributee 
partner had received such property in a 
current distribution immediately before 
the actual distribution which Is treated 
wholly or partly as a sale or exchange 
under section 751 (b>. 

M) Exceptions. <i) Section 751 (b) 
does not apply to the distribution to a 
partner of property which the distributee 
partner contributed to the partnership. 
The distribution of such property is gov¬ 
erned by the rules set forth in sections 
731 through 736, relating to distributions 
by a partnership. 

(U) Section 751 (b) does not apply to 
payments made to a retiring partner or 
to a deceased partner's successor in In¬ 
terest to the extent that, under section 
(a), such payments constitute a dis¬ 
tributive share of partnership income or 
gtiaranteed payments. Payments to a 
retiring partner q£ to a deceased part¬ 
ner's successor in interest for his interest 
in unrealized receivables of the partner¬ 
ship in excess of their partnership basis, 
including any special basis adjustment 
for them to which such partner is en¬ 
titled. constitute payments under section 
736 <a> and. therefore, are not subject to 
section 751 (b). However^ payments 
und(^r section 736 (b) which are con¬ 
sidered as made in exchange for an in¬ 
terest in partnership property are sub¬ 
ject to secUon 751 (b) to the extent that 
they involve an exchange of substantially 
appreciated Inventory Items for other 
property. Thus, payments to a retiring 
partner or to a deceased partner's suc¬ 
cessor in interest undersecUon 736 must 
first be divided between payments under 
secUon 736 (a) and section 736 (b). The 
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secUon 726 (b) payments must then be 
divided, if there Is an exchange of sub¬ 
stantially appreciated inventory items 
for other property, between the pay¬ 
ments treated as a sale or exchange un¬ 
der secUon 761 (b) and payments 

treated as a distribution under secUons 
731 through 736. See subparagraph (1) 
(iii) of this paragraph, and secUon 736 
and 1 1.736-1. 

(5) Statement required. A partner¬ 
ship which distributes secUon 751 prop¬ 
erty to a partner in exchange for his 
interest in oUier partnership property, 
or which distributes other property in 
exchange for any part of the partner's 
interest in secUon 751 property, shall 
submit with its return for the year of 
the distribution a statement showing 
the computation of any income, gain, or 
loss to the partnership under the provi¬ 
sions of secUon 751 (b) and this para¬ 
graph. The distributee partner shall 
submit with his return a statement show¬ 
ing the computaUon of any income, gain, 
or loss to him. Such statement shall 
contain information similar to that re¬ 
quired under paragraph (a> (3) of this 
section. 

(c) Unrealized receivables. (1) The 
term "unrealized receivables", as used 
in subchapter K. means any ri^U (con¬ 
tractual or otherwise) to payment for— 

(1) Goods delivered or to be delivered 
(to the extent that such payment would 
be treated as received for property other 
than a capital asset), or 

Ui) Services rendered or to be 
rendered. 

to the extent that Income arising from 
such rights to payment was not previ¬ 
ously includible in income under the 
method of accounting employed by the 
partnership. Such rights must have 
arisen under contracts or agreements in 
existence at the Ume of sale or distribu¬ 
tion. although the partnership may not 
be able to enforce payment until a later 
time. For example, the term includes 
trade accounts receivable of a cash 
method taxpayer, and rights to payment 
for w'ork or goods begim but incomplete 
at the time of the sale or distribution. 

(2) 'The basis for such unrealized re¬ 
ceivables shall Include all costs or 
expenses attributable thereto paid or ac¬ 
crued but not previously taken into ac¬ 
count under the partnership method of 
accounting. 

(3) In determining the amount of the 
sale price attributable to unrealized re¬ 
ceivables. or their value in a distribution 
treated os a sale or exchange, any arm's 
length agreement between the buyer and 
the seller, or between the partnership 
and the distributee partner, will gen¬ 
erally establish the amount or value. In 
the absence of such an agreement, full 
account shall be taken not only of the 
estimated cost of completing perform¬ 
ance of the contract or agreement, but 
also of the time between the sale or 
distribution and the time of payment 

(d) Inventory items which have sub- 
stantially appreciated in value —(1) Sub- 
stantiaJ appreciation. Partnership in¬ 
ventory items shall be considered to have 
appreciated substantially in value if. at 
the time of the sale or distribution, the 
total fair market value of all the inven¬ 


tory Items of the partnership exceed.5 120 
percent of the aggregate a^usted basts 
for such property in the hands of the 
partnership (without regard to any spe¬ 
cial basis adjustment of any partner) 
and. in addition, exceeds 10 percent of 
the fair market value of all partnerhhip 
property other than money. The terms 
"inventory items which have appreciated 
Bub.vtantlally in value" or ‘^bstontlslly 
appreciated Inventory items" refer to the 
aggregate of all partnership inveotory 
items. These terms do not refer to spe¬ 
cific partnership Inventory items or to 
specific groups of such items. For ex¬ 
ample, any distribution of Inventory 
items by a partnership the Inventory 
items of which as a wiiole are substan- 
tlally appreciated in value shall be a dis¬ 
tribution of substantially appreciated 
inventory items for the purposes of sec¬ 
tion 751 <b), even though the speclfle 
Inventory items distributed may not be 
appreciated in value. Similarly, if the 
aggregate of partnership inventory items 
are not substantially appreciated in 
value, a distribution of specific Inventory 
items. Uie value of which is more than 
120 percent of their adjusted basis, will 
not <x}nstltute a distribution of sub- 
stantfaliy appreciated inventor>’ items. 
For the purpose of this paragraph, the 
"fair market value" of inventory items 
has the same meaning as "market" value 
in the regulations under section 471, re¬ 
lating to general rule for Inventone:^. 

(2) Inventory items. 'The term "in¬ 
ventory items" as used in aubchaptcr K 
includes the following types of property: 

(1) Stock in trade of the portncrshlp. 
or other property of a kind which would 
properly be included in the Inventory 
of the partnership If on hand at the close 
of the taxable year, or property held 
by the partni^rship primarily for aale to 
customers in the ordinary course of Its 
trade or business. See secUon 1221 <l). 

(ID Any other property of the part¬ 
nership which, on sale or exchanyo by 
the partnership, would be considered 
property other than a capital asset and 
other than property described In aecUon 
1231. 'Thus, accounts receivable ac¬ 
quired In the ordinary course of haziness 
for services or from the sale of stock In 
trade consUtute inventory items ^aee 
section 1221 (4)>, as do any unrealised 
receivables. 

(ill) Any other property retained by 
the partnership which. If held by the 
partner selling his partnership interest 
or receiving a distribution described In 
section 751 (b), would be considered 
property describe in subdivisions (D or 
(li) of this subparagraph. Property ac¬ 
tually distributed to the partner does 
not came within the provisions oi 
secUon 751 (d) (2) (C) and this 

subdivision. 

(c) Section 7St property and otnef 
property. For the purposes of this sec¬ 
tion. "secUon 751 property" means un¬ 
realized receivables or •ubatantialiy 
appreciated Inventory Items, and "other 
property" means all property (Including 
money) except secUon 751 property. 

(f) Effective date. Section 761 ap¬ 
plies to gain or loss to a seller, distributee# 
or partnership in the case of a sale. 
change, or distribuUon oectirrlng wier 
March 9. 1954. For the purpose of ap- 
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plyliiR this paragraph in the case of a 
taxable year beginning before January U 
1956, a partnership or a partner may 
elect to treat as applicable any other 
section of subchapter K. Any such elec« 
Uon shall bo made by a statement sub* 
muted not later than the time prescribed 
by law for the filing of the return for 
such taxable year, or submitted within 
90 days after the promulgation of the 
regulations under this section, whichever 
date is later (but not later than 6 months 
after the time prescribed by law for the 
filing of the return for such year). See 
secUonTTl (b) (3) and 5 1.771-1 (b) (3). 
8ee also section 771 (c) and § 1.771-1 (c>. 

Cfi Examples, Application of the 
proviidons of section 751 may be Ulus* 
tnted by the following examples: 

tiampls (/). C buys Dli Interest In per- 
■ffuU senrioe partnership AB for $18,000. 
when the balance sheet of the fiim (reflect* 
Ing a cash receipts and disbursements 
BveUigd of accounting) la as foUows: 


A&ans 



Arffitsted 
ImMis pec 
txMkj 

5 Tarkrt 

value 

Cafth_,__ 

UsMtrarivikblii..,._ 

la. 000 
10.000 
T,ono 
0 

nono 

io.(n> 

T.noo 

Uono 

OlW _____ 

lortaitred riKtlvshtoa^.......... 

Total,__ 

30,000 



LiAa 4 UTnui aso OAmAL 



Per books 

Value 

UnNItWe-.^_ 

ixono 

63.000 

CApItal: 

0,000 
It (MM) 

7 A cm 
lAUJU 

.......... 

Tetal_ 

an,000 

nooo 



fiwUon 761 (a) applies to the sale. The 
total amount realised by B Is $16,000, oun- 
■bting of the cash received. $15,000, plus 
91,000. B*s share of the partnership liabilities 
Msumed by c» See section 763, B’s imdl- 
vlded half Interest In Uis partnership prop* 
wty Includes a haU-lnterest In the part* 
**wihip*s unrealiMd recelrablea which are 
$12,000. Consequently. $6,000 of the 
911.000 realized by B aball be considered 
^Ited In exchange for B's Interest In 
partnership attrlbuuble to Its unreal- 
iwd receivables. The remaining $10,000 
t«a!izsa by B is In exchange for a capital 
Meet. B's basis for his partnership interest 
h liO.OOO ($8,000. plus $1,000, B's share of 
PtAnershlp liabilities). No portion of this 
Is stirtbutabte to B's share of the 
teureslized receivables of the partnership 
JU>ce such property has a aero basts In the 
oX the porlnershlp: therefore. B has 
* of zero for the unreallaed receivsblra 
ths partnership basis for such re- 
<»lvsbie# would have earried over to him 
section 763 had they been distributed 
him. The difference between the zero 
and the $6,000 B realized for the un- 
•®*l^**d receivables is ordinary Income to 
^ The entire $10,000 of B’s basis U the 
for his Interest In partnership property 
than unrealized receivables and is ap* 
piled against the remaining $10,000 ($16,000 
96,000) received from the aale of his 
®Wre*t. Therefore. B baa no capital gain 
B's basis for his Interest In part* 
property, other than unrealized re* 
J^biea, were $0,000. he would realize cap* 
^mn Of $1,000. If hU basis were $11,000. 
ss should sustain a capital loaa of $1,000.) 


Example (2). (a) Facts, Partnership 

ABC makes a distribution to partner O In 
liquidation of his entire one-thlid interest in 
the partnership. At the time of the distri* 
button, the balance aheet of the partnership, 
which uses the accrual method of aceountiog. 
Isas follows: 

ASflXTS 



AdlustM 
tn*i» per 
books 

Markiit 

value 

Cash . . 

§§!§§ 

flAOOO 

kOQO 

an mu 
4K.«n 

a. CAM! 

AccounU 

Inrrntory.. 

l^fMVcisole property__ 

1 _r--TT_ --T- - - 

TouJ- 

M.OU0 

111.000 


LusnmsA AXoCsriTAL 



Per beoks 

Value 

rormsl llabn]tlee.^.«..«««*«,. 

UAcno 

UACW) 

Mortsage payable......*....—.. 

21.000 

31.000 

CapttaL; 

30. nm 

25.000 

H.— 

30. (MM) 

SAOW) 

C . 

3AUQ0 

SACUQ 

Total. 

SAOQO 

111.000 


The distribution received by C consists of 
$10,000 cash and depreciable property with 
a fair market value of $16,000 and an ad¬ 
justed basis to the partnership of $15JOOO. 

(b) Presence of section 7St property. The 
partnership has no unrealized receivables, but 
the dual test provided In section 751 (d) (1) 
must be applied to determine whether the In¬ 
ventory items of the partnership, tn the 
aggregate, have appreciated substantially In 
valus. The fair market value of all partner, 
ship inventory items. $30,000 (Inventory $30.* 
(X)0. and accounts receivable $9,000). exceeds 
130 percent of the $30,000 adjusted basis of 
such Items to the partnership. The fair 
market value of the inventory luma. $30j000, 
alfio exceeds 10 percent of the fair market 
value of all partnership property other than 
money (10 percent of $96,000 or $9,600). 
Therefore, the partnership inventory Items 
hsve Bubsiantially appreciated in value. 

(o) The properties exchanged. Since 
entire partnership interest is to be liqui¬ 
dated, the provisions of aection 736 are ap¬ 
plicable. No part of the payment, however, 
is considered as a dlstrlhutlve ahare or as 
a guaranteed payment under section 796 (a) 
because the entire payment is made for C'a 
interest In partnership property. Therefore, 
the entire payment is for an interest tn 
partnership property under section 736 (b). 
and. to the extent applicable, subject to 
the rules ofiecUoa 751. In the distribution. 
C received his share of cash ($5,000) and 
$16,000 in depreciable property ($1,000 less 
than his $16,000 share). In addition, he^re- 
celved other partnership property ($5,000 
cash and $12,000 UabUltlea assumed, treated 
as money distributed under section 752 (b)) 
In exchange ror*hls Interest In accounts re* 
ceUable ($3,000), inventory ($10,000). land 
($3,000). and the balance of his interest 
In depreciable property ($1,000). Bection 
751 (b) applies only to the extent of the 
exchange of other property for section 751 
property (1. Inventory Items, which In¬ 
clude trade accounts receivable). The sec* 
Uon 751 property exchanged has a fair 
market value of $13,000 ($3,000 In accounts 
receivable and $10,000 In inventory). Thus. 
$13,000 of the total amount C received la 
considered as received for the sale of section 
751 property. 

(d) Distributee partner's tax cofuc- 
quences, Cs tax oonsequencca on the dis¬ 
tribution are as foUows: 

(1) The section 751 (b) sale or exchange, 
C% share of the Inventory items is treated 


as If he received them In a current dlstribu* 
tlOQ. arm hia basis for such Items Is $10,000 
($7,000 for Inventory and $3,000 for accounts 
receivable) as determined under paragraph 
(b) (8) (111) of thu section. Then C Is 
considered as having sold his share of In¬ 
ventory Items to the partnership for $13,000. 
*nius, on the aale of hia share of Inventory 
Items, C realizes $3,000 of ordinary Income. 

(2) The part of the distribution not under 
section 751 (b). Section 751 (b) does not 
apply to tbe bcOance of the distribution. Be¬ 
fore the distribution. C's basis for his part¬ 
nership Interest was $33,000 ($30,000 plus 
$13,000. his share of partnership liabilities). 
See section 752 (a) • This basis Is reduced by 
$10X)00. the basis attributed to the section 
751 property treated as distributed to C and 
sold by him to tbe partnership. Thus, C 
has a basis of $22,000 for the remainder of hia 
partnership Interest. The total distribution 
to C was $37,000 ($32,000 In cash and IlablU- 
ties assumed, and $15,000 In depreciable 
property). Since C received no more than 
his share of the depreciable property, none 
of the depreciable property constltutoe pro¬ 
ceeds of the sale under section 761 (b). O 
did receive more than his share of money. 
Therefore, the sale proceeds, treated sepa¬ 
rately In subparagraph (1) of thla paragraph 
of this example, must consist of money and 
therefore must be deducted from the money 
dlstrlbuUon. Consequently. In liquidation 
of the balance of C's Interest, he receives 
depreciable property and $9,000 In money 
($^.000 lesa $13,000). Therefore, no gnln or 
loss Is recognized to C on tlio distribution. 
Under section 732 (b). C's basis for the de¬ 
preciable property la $13,000 (the remaining 
boels of his partnership Interest. $22,000. re¬ 
duced by $0,000, the money received In the 
distribution). 

(e) Partnership's tax consequences. The 
tax consequences to the partnership on the 
distribution are as follows: 

(1) The section 751 (b) sale or exchange. 
The partnership consisting of the remaining 
members has no ordinary income on the dis¬ 
tribution since It did not give up any aection 
751 property In the exchange. Of the 
$22,000 money distributed (In cash and the 
assumption of C*s share of llabllllies), $13,000 
was paid to acquire C's Interest In Inventory 
($IOX)00 fair market value) and in accounts 
receivable ($8,000). Since under aection 751 
(b) the partnership Is treated as buying these 
properties, It has a new cost basis for the 
Inventory and accounts receivable acquired 
from C, Its basis for Cs share of in¬ 
ventory and accounts receivable la $13,000. 
tbe amount which the partnership Is con¬ 
sidered as having paid O In the exchange. 
Since the partnership la treated as having 
distributed C*s share of inventory and ac¬ 
counts receivable to him. the partnership 
must decrease Its basis for Inventory and ac¬ 
counts receivable (630,000) by 610.(X)0. the 
basis of C7i share treated as distributed to 
him. and then increase the basis for Inven¬ 
tory and acoounta receivable by $13,000 to 
reflect the purchase prices of the itema ac¬ 
quired. Thus, the basis of the partnership 
Inventory Is Increased from $21X)00 to $34,000 
In the tnutsactlon. (Note that Uie basis of 
property acquired In a section 751 <b) ex¬ 
change is determined under section 1013 
without regard to any elections of the part¬ 
nership. See I 1.732-1 (e).) Further, the 
partnership realizes no capital gain or loss 
on the portion of the distribution treated 
os a sale under section 751 (b) since, to ac¬ 
quire C's Interest in the Inventory and ac¬ 
counts receivable, it gave up money and as¬ 
sumed share of liabilities. 

(2) The part of the distribution not under 
section 751 (b). In the remainder of tbe 
dtstiibutton to C which was not in exchange 
for O'a interest in section 751 property, C 
received only other property as follows: 
$16,000 In depreciable property (with a basis 
to the partnership of $15,000) and 99jX)0 in 






































3o28 

money (122.000 lean $13,000 treated under 
subperAfrroph (1) of this peragrmph of this 
example). Since this part of the dlstiibu* 
tion Is not an exchanire of section 751 prop* 
erty tor other property, section 751 (b) does 
not apply. Instead, the provisions which 
apply are sect lone 731 through 730. relating 
to dlatrlbutiona by a partnerahlp. No gain 
or Ices la recognised to the partnerahlp on 
the distribution. (See section 731 (b).) 
Further, the partnership makes no adjust¬ 
ment to the basis of remaining depreciable 
property unless an election under section 
754 Is In effect. (See section 734 (a).) Thus, 
the basts of the depreciable property before 
the distribution. $42,000, Is reduced by the 
basis of the depreciable property distributed. 
$15,000, leaving a basis for the depreciable 
property in the partnership of $37,000. How¬ 
ever, If an election under aectlon 754 la In 
effect, the partnership must make the ad¬ 
justment required under aectlon 734 (b> as 
follows: Since the adjusted basis of the 
distributed properly to the partnership had 
been $15,000, and Is only $13,000 In C*a 
hands (see paragraph (d) (3) of Uiia ex¬ 
ample). the partnership will Increase the 
basis ^ tbe depreciable property remaining 
In tbe partnership by $3,000 (the excess of 
the adjusted basis to the partnership of the 
distributed depreciable property Immedi¬ 
ately before the distribution over Its basis to 
the distributee) • Whether or not an election 
under section 754 la In effect, the basis for 
each of the remaining partnerli partnership 
interests will be $38,000 ($30,000 original 
contribution, plus $13,000, each partner's 
original share of the llabtlitlea, plus $0,000. 
the share of C*a llabllltlos each assumed). 

(f) Partnership trial balance, A trial bol- 
ance of the AB partnership after the distri¬ 
bution In liquidation of CTs entire Interest 
would reflect the reeulta set forth In the 
schedule below. Column I shows the 
amoiuita to be reflected In the records If an 
election la In effect under section 754 with 
respect to an optional adjustment under 
section 734 (b) to the biuila of undistributed 
partnership property. Column 11 shows the 
amounts to be reflected in the records where 
an election under section 754 la not In ef¬ 
fect. Note that In column XI, the total bases 
for the partnership assets do not equal the 
total of the bases for the partnership 
interests. 
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Fatr 

inarlpet 

value 

Bails 

Fair 

oiarlrtl 

value 

•Cash... 

AcetfunU reonlvsblc. 
Ill vmtory.__ 

$»,nno 

1»,000 

24,000 

29.000 

9.000 

§!§§§ 

§§§§§ 

$9,000 

V.OUQ 

30.000 

33.000 

OlOOO 

1 )eprcdaL]e propivty. 
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70^000 

sa.ooo 

71,000 

85.000 

Ciirmit IkbOilks.._ 

Morttfiuou _ 

15,000 

31,000 

30.000 

30.000 

§§ II 

15.000 

•31.000 

30.000 

30.000 

18,000 

71.0U0 

33.000 

39.000 

Capital: 

A^.--- 

_ _ 


70,000 

DitOOU 

75.000 

85.000 


Example (3)p (a) Facts, Aasxime that 

the distribution to partner C in example (2) 
of this paragraph In liquidation of his entire 
Interest In partnership ABC consists of $5,000 
in cash and $20,000 worth of partnership 
Inventory with a basis of $14,000. 

< b) Presence of section 7Si property. For 
the same reason as stated In paragraph (b) 
of that example, the partner^lp inventory 
Items have substantial^ appreciated in 
value. 

(c) The properties exchanped. In the dU- 
trlbutlon, C received hla share of cash 
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($5,000) and his share of appreciated inven¬ 
ts Items ($13,000). In addition, he re¬ 
ceived appreciated inventory with a fair 
market value of $7,000 (and with an ad¬ 
justed basis to the partnership of $44)00) 
and $13,000 In money (llabllltlea assumed). 
C has relinquished hla interest In $15,000 of 
depreciable property and $3,000 of land. Al¬ 
though C relinquished his Interest In $3,000 
of accounts receivable, such accounts re¬ 
ceivable are Inventory Items and. therefore, 
that exchange was not an exchange of section 
751 property for other property. Section 751 

(b) appUea only to the extent of the ex¬ 
change of other property for section 761 
property <1. s.« depreciable property or land 
for inventory items). Assume that the part¬ 
ners agree that the $7,000 of inventory In 
excess of C*a share was received by him in 
exchange for $7,000 of depreciable property. 

(d) Distributee partner's tax consequences, 
C*s tax consequence on the distributions are 
as follows: 

(1) The section 751 (b) sale or exchanpe. 
C la treated as If he had received hla 7/15Uis 
share of the depreciable property In a current 
distribution. Hla basis for that share la 
$5,125 (43.000/48,000 of $7,000), as deter¬ 
mined under paragraph (b) (3) (Hi) of this 
section. Then C la considered aa having sold 
hla 7/15tba share of depreciable property to 
the partnership for $7,000. realising a gain 
of $875. 

(3) The part of the distribution not under 
section 751 (b). Section 751 <b) does not 
apply to the balance of the dlstrlbutton. 
Before the dUtrlbuUon, CM basis for his part¬ 
nership Interest was $33,000 ($30,000. plus 
$13,000, hla share of partnership liabilities). 
See section 752 (a). This basis la reduced 
by $5,135. the basis of property treated aa 
distributed to C axul sold by him to the 
partnership. Thus, O will have a basis of 
$35,875 for the remainder of hla partnership 
Inurest. Of the $37,000 total distribution to 
C. $30,000 ($17,000 in money, Including Ua- 
bllltlee assumed, and $13,000 In Inventory) la 
not within aectlon 751 (b). Under aocUon 
733 (b), CTs basis for the Inventory with a 
fair market value of $13,000 (which had an 
adjusted basis to the partnership of $0,100) 
la limited to $8,875. the amount of the re¬ 
maining basis for hla partnership Interest, 
$25,875, reduced by $174)00, the money re¬ 
ceived. Thus. C*B total aggregate basis for 
the Inventory received is $15,875 ($7,000 plus 
$8,875), and not lU $144)00 basis In the 
hands of the partnership. 

(o) Porfficrs/ifp'f tax cctisequences. The 
tax consequences to the partnerahlp on the 
distribution are aa followi: 

(1) The section 751 (b) sate or exchange, 
Tbe partnership consisting of the remaining 
members has $3,100 of ordinary income on 
the sale of the $7,000 of Inventory which had 
a basis to the partnermlilp of $4,000 (31.000/ 
30.600 of $7,000). This $7,000 of Inventory 
was paid to acquire 7/15th8 of C^s Interest in 
the depreciable property. Since, under sec¬ 
tion 751 (b), the partnership la treated aa 
buying this property from C. It has a new 
cost basis for such property. Its basis for 
the depreciable property la $42,875 ($43,000 
less $5,125. the basis of the 7/15ths share 
considered aa distributed to C. plus $7,000. 
the partnership purchase price for this 
•hare). 

(3) The part of the distribution not art- 
der section 75/ (b). In the remainder of 
the distribution to C which was not a sale or 
exchange of aectlon 751 property for other 
property, the x>artnershlp realises no gain 
orloei. See section 731 (b). Further, under 
aectlon 734 (a), the partnership makes no 
adjustment to the baaia of the accounts 
receivable or the 0/15ths Interest in depreci¬ 
able property which C relinquished. How¬ 
ever, If an election under section 754 Is in ef¬ 
fect, the partnership must make the adjust¬ 
ment required under section 734 (b) since the 
adjusted basis to the partnership of the In¬ 


ventory distributed bad been $3,100. am) 
C*B basis for such inventory after dUtri- 
button la only $8J875. The boais of tha 
Inventory remaining In the partnership must 
be Increased by $325. Whether or not an 
election under section 754 la in effect, the 
basis for each of the remaining partner¬ 
ship intercsU will be $30,060 ($304)00 origi¬ 
nal contribution, plus $134)00. each psnnera 
original share of the UabUlUet. plus $5,000. 
the share of CX llablUUea now aasumed, 
plus $14)50. each partner's shore of ordinary 
Income realized by the partnership upon Ihst 
part of the distribution treated as a sals 
or exchange). 

Example (4). (a) Facts, Anume the 

some facu as In example (3) of this para¬ 
graph. except that the palmers did not 
Identify the property which C rellnquthed 
In exchange for the $7,000 of Inventory 
which he received In excess of hu share. 

(b) Presence of section 751 properfy. For 
the same reasons stated In paragraph (b) 
of example (3) of this paragraph, the pi^- 
nershlp Inventory Items have aubetanUslly 
appreciated in value. 

(c) The properties exchanged. The ansl- 
ytis stated In paragraph (c) of axample (3) 
of this paragraph la the same in this example, 
exoex^ that. In the absence ofaspacifle agree¬ 
ment among the partners as to the propertlea 
exchanged. C will be presumed to have told 
to the partnerahlp a proportionate amount 
of each property In which be relinquished 
an interest. Thus, in the absence of an 
agreement. C has received $7,000 of tnveii- 
tory in exchange for hla release of 7/19Lhs of 
the depreciable property and 7/10th« of the 
land. ($7,000. fair market value of prop¬ 
erty released, over $10,000, the sum of tha 
fair market values of Cs Interest In ths 
land and CTs interest in ths dcprecLsblt 
property.) 

(d) IMstributee pariner*s tax eonsequencet, 
Ce tax consequences on the diatrlbuiion srs 
as follows: 

(1) The section 75/ (b) sale or exchange, 

C la treated as If he had received his 7/10tha 
•harts of the depreciable property and lahd 
in a current distribution. HU bails for 
thoeo sharca U $6,363 ( 51.000/57.000 of 

$7,000, their fair coarket value), as deter¬ 
mined under paragraph (b) (3) (HI) of this 
section. Then C la oonsWered as having 
•old hla 7/lOtha shares of deprecUble prop¬ 
erty and land to the partnership for $7,000, 
reallxtng a gain of $737. 

(2) Tha part of the distHbution not under 
section 75/ (b). Section 761 (b) doss not 
apply to the balance of the dlstrlbuUoo. 
Before the dUtrlbutlon C's basis for his part¬ 
nership IntenNit was $83,000 ($30,000 plus 
$13,000. hU share of partnership llablUHs^. 
See section 753 (a). ThU basis U r«du^ 
by $54153. the bases of C's shares of deprecl^ 
ble property and land treated as dlatrlbutw 
to him and sold by him to the partnership- 
T'hus. C wUl have a basis of $35,737 for IM 
remainder of bU partnership ^***®^*i;^^ 
the total $37,000 dUtrlbuted to C. $50,om 
($17,000 In money. Including liabilities as¬ 
sumed. and $18,000 In Inventory) »• joi 
within eoetton 751 (b). Under secUon tm 
( b). C's baaU for the Inventory (with a w 
market value of $13,000 and an adju^ 
basU to the partnership of $9,100) U UnHw 
to $8,737, the amount of the remaining basw 
for hla partnership interest 

$17,000. money received. Thus. C's 
•Kgregate basis for the Inventory he receive® 
U $15,737 ($7,000 plus $6,737), and not w 
$14,000 bssU It had in the hands of 
partnership. 

(e) Partnership's tax eonsequenett. w 
tax consequences to the partnership o® 
dUtrlbutlon are aa followa: 

(1) The section 75/ (b) sale or exchan^ 
The partnership oonaUtlng of the remsHu®* 
members hsa $3,100 of ordinary 
the sale of $7,000 of Inventory which lujfl 
baaU to the partnership o/ $4,900 ( 31 ,w 
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$0,000 of $7,000) • Thl« $74)00 of Inventory 
««s pAld to acquire 7/19 Uim of C*s Intereet 
tn the depreciable property and land. Since* 
ttoder section 761 (b), the partnerahlp la 
treated aa buying this property from C. It 
has a new coat baala for such property* The 
$sie 9 of the depreciable property and land 
irould be $42,737 and $9,000. respectively* 
Tbe basis for the depreciable property Is oom* 
puted aa follows: The common partnership 
bails of $42,000 la reduced by the $5,158 baala 
<11000 46.000 of $5,896) for C*s 7/19the In- 
Urcat constructively distributed and in¬ 
creased by $5JB05 <10.000/19.000 of $7,000). 
ihe pari of the purchase price allocated to 
tbe depreciable property. The basis of the 
land would be computed In the same way* 
The $94)00 original partnership basis Is re¬ 
duced by $1,106 basis ($9,000/0.000 of $1,105) 
at land constructively distributed to C. and 
increased by $1,105 (3.000/104)00 of $74)00). 
Ute portion of the purchase price allocated 
to the land. 

(2) The part of fbe distribution not undrr 
Mcriofi 751 (b). In the remainder of the 
tfistrlbutlou to C which was not a sale or ex- 
ebsoge of section 751 property for other 
property, the partnership realiaes no gain 
« loss. See section 731 (b). Further* under 
•Mtion 734 (a), tbe partnership makes no 
adjustment to the basis of the accounts 
rseeivsble or the 12/19tha interests In de¬ 
preciable property and land which C relin¬ 
quished. However. If an election under sec¬ 
tion 754 la In effect, the partnership must 
mike the adjustment required under section 


Although C relinquished his interest In 
14.000 of inventory and received $4,800 of ac- 
eoubts receivable, both items constitute sec¬ 
tion 751 property and C has received only 
WOO of accounts receivable for $800 worth of 
5ipreclable property or for an $800 undivided 
laterfst in land. In the absence of an agree¬ 
ment Identifying the properties exchanged. It 
■ presumed C received $800 for propc^on- 
et* iharea of his Interests In both depreciable 
ivoperty and land. Tb the extent that In- 
^mtory was exchanged for aocounta recelv- 
or to the extent coah was distributed 
w the release of CTs Interest in the balance 
Of the depreciable property and land, the 
does not fall within section 761 
jo) snd Is a current distribution under aec- 

(a). Thus, the remaining $8,700 of 
•noounts receivable are received In a current 
^Irtbutlon, 

Distributee partner*$ fax cotwe- 
mUm*^** C*a tax consequences on the dls- 
wutlon are as follows: 

U) The section 751 <b) sale or exchange, 
A«uming that the partners paid $800 worth 
m^ounts receivable for $800 worth of dc- 
Pfocisbie property. C U treated as If he re- 
^ed the depreciable property In a current 
®P^^htlon. and his basis for the $800 worth 
« deprecUble properly U $700 (42.000/48.000 


734 (b) since the sdjusted basis to the part¬ 
nership of the Inventory distributed had been 
$9,100 and Cli basia for such Inventory after 
the distribution is only $8,737. The ba|U of 
tbe inventory renuilnlng In the partnership 
must be Increased by the difference of $363. 
Whether or not an election under section 
754 Is In effect, the basts for each of the 
remaining partnership Interests will be $30.. 
050 ($20,000 original contribution plua 

$12,000, each partner's original share of the 
liabilities, plus $8,000. the share of C*b liabili¬ 
ties assumed, plus $1,050* each partner’s 
share of ordinary Income reallxed by the 
partnership upon the part of the distribution 
ueated as a sale or exchange). 

Example (5). (a) Facts, Assume that 

partner C In example (2) of this paragraph 
agrees to reduce his interest in capital and 
profits from to H for a current distribu¬ 
tion consisting of $54)00 In cash, and $7,500 
of accounts receivable with a basis to the 
partnership of $7,500. At the same time, the 
total liabilities of the partnership are not re¬ 
duced. Therefore, after the distribution. Cl 
share of the partnership liabilities has been 
reduced by $4,800 from $12,000 < Vs of $36,000) 
to $74100 <H of $36,000). 

(b) presence of section 75t property. For 
the same reasons as stated In paragrajm (b) 
of example (2> of this paragraph, the part¬ 
nership Inventory Items have subetantiolly 
appreciated In value. 

(c) The properties exchanged, C*s Interest 
In the fair market value of the partnership 
properties before and after the distribution 
can be Illustrated by the following table: 


of $800. Its fair market value), as determined 
under paragraph (b) (2) (Ul) of this section. 
Then C is considered as having aold his $800 
share of depreciable property to the partner¬ 
ahlp for $800. On Ute sale of the depreciable 
property* C reaUxes a gain of $100. If. on the 
other hand, the partners had agreed that C 
exchanged an $800 interest in the land for 
$800 worth of accounts receivable. C would 
reallM no gain or loss, because under para¬ 
graph (b) (2) (111) of this eectton his bcisls 
for the laud sold would be $800. In the 
abeence of an agreement, the basis for tbe 
depreciable property and land (which C is 
considered as having received in a current 
distribution and then sold back to the part¬ 
nership) would be $718 ( 51.000/57.000 of 
$800), In that case, on the sale of the bal¬ 
ance of the $800 share of depreciable property 
and land. C would realize $84 of gain ($800 
less $718). 

(2) The part of the distribution not under 
section 751 (b). Section 751 (b) does not 
apply to the balance of the distribution. 
Under section 731* C does not reallxt either 
gain or loes on the balance of the distribu¬ 
tion. The adjustments to the basis of C'a 
Interest are illustrated In the following 
table: 
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C*s basts for the $7,500 worth of accounts 
receivable which he received In the distri¬ 
bution will be $7,500. composed of $800 for 
the portion purchased In the section 751 (b) 
exchange, plus $6,700, the basis carried over 
under section 732 (a) for the portion re¬ 
ceived In the current distribution. 

(e) Parfner«A(p's tax consequences. The 
tax consequencea to the partnership on the 
distribution are as follows: 

(1) The section 751 (b) sale or exchange. 
The partnership realizes no gain or loss In 
ths section 751 sale or exchange because It 
had a bests of $800 for the aocounu receiv¬ 
able for which It received $800 worth of 
other property. If the partnerahlp agreed 
to pur^ase $800 worth of depreciable prop¬ 
erty. the partnership basis of depreciable 
property becomes $42,100 ($42,000 less $700 
basis of property constructively distributed 
to O. plus $800. price of property purchased) * 
If the partnership purchased land with the 
accounts receivable, there would be no 
change in the baala of ihe land to the part¬ 
nerahlp because the basis of land dlsulbuted 
was equal to Its purchase price. If there 
were no agreement, the basis of the de¬ 
preciable property and land would be $51,084 
(depreciable property. $42,084 and land 
$9,000). The basis for the depreciable prop¬ 
erty Is computed aa follows: Tbe common 
partnership basis of $42,000 Is reduced by 
the $590 baeis (42.000/48.000 of $874) for C'a 
$874 Interest constructively distributed, and 
increased by $674 (6.400/7.600 of $800). the 
port of the purchase price allocated to the 
depreciable property. The basis of the land 
would be computed In tbe same way* The 
$84)00 original partnership basis Is reduced 
by $128 basU (9.000/9.000 of $128) of the 
land constructively distributed to C. and In¬ 
creased by $126 (14)00/7.600 of $800). the 
portion of the purchase price allocated to the 
land. 

(2) The pari of the distribution not under 
section 751 (b). The partnership will realize 
no gain or loss In the balance of the distri¬ 
bution under section 731. Since tbe property 
In Cs hands after the distribution will have 
tbe same basis It had in the partnership, the 
basis of partnership property remaining In 
the partnership after the distribution will 
not be adjusted (whether or not an election 
under 754 Is In effect). 

! 1.752 Statutory provisions: treats 
ment of certain liabilities. 

Sac. 752. rreafmenf of certain liabilities-^ 
(a) Increase in partner's liabilities. Any In- 
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RULES AMD REGULATIONS 


crcAfie tn a partner*# ahare ot the llabtlitlea 
of a partnerahip, or any Increaae In a part* 
ner‘a Indlvtdual ILablllUet by reaaon of the 
aMumpiton by inch partner of partnerahlp 
llabUlilea, ahaU be conaldered a« a contrtbUo 
Lion of money by auch partner to the part* 
nerahtp. 

(b) Decrtmt€ in partner^t lUihftitieM. Any 
decrease In a partner*! ahare of the UabUl- 
Ues of a partnerehlp, or any decrease In a 
partner's Indlvldnal liabilities by reason of 
the assumption by the partnership of auch 
Individual liabilities, shall be conaldered as 
a distribution of money u> the partner by 
the partnership. 

(c) LiabiUty to which property i$ sab/eef. 
For purposes of this section, a liability to 
which property Is subject shall, to the extent 
of the fair market value of such property, be 
considered as a llabUUy of the owner of 
the property. 

(d) Sate or exehanye of an iniereti. In 
the case of a sale or exchange of an Interest 
In a partnership, liabilities shall be treated 
In the same manner at liabilities tn connec* 
tlon with the sale or exchange of property 
not associated with partnerahlpa. 

§ 1.752-1 Treatment of certain llabiU 
ities —fa) Jncreaee in partner's liabilities, 
(1) Where the UabiUties of a partner- 
Bhlp are Increased, and each partner’s 
ahare of such liabilities is thereby In* 
creased, the amount of each partner’s 
increase shall be treated as a contrlbu* 
tion of money by that portner to the 
partnership. For example, partnership 
AB borrows $1,000. If A and B are equal 
partners, the basis of the partnership 
Interest of each Is Increased by $500 
since each Is considered under section 
752 <a) to have contributed that amount 
of money to the partnership. 

(2) Any Increase in a partner’s indi¬ 
vidual liabilities because of the assump* 
lion *by him of partnership liabilities 
shall also be considered ns a contribution 
of money by him to the partnership. For 
example, equal partnership AB owns real 
property with an adjusted basis to tlie 
partnership of $1,000. a fair market value 
of $800. and which is subject to a mort^ 
gage of $400 which the partnership has 
not assumed. The mortgage Is consid^ 
ered as a liability of the partnership 
under section 752 (c). Since A and B 
each share one-half thereof, under sec¬ 
tion 752 (a) the liability of each has been 
increased $200. Under section 722 such 
$200 Increase is reflected in the basis of 
each portner for his interest. The real 
property is distributed by the partner¬ 
ship to A. Under the provisions of sec¬ 
tion 733 (2), there Is a net decrease of 
$800 in A's basis for his partnership in¬ 
terest. This amount is computed as fol¬ 
lows: The basis of A’s partnership 
Interest Is decreased in the distribution 
by $1,000 (the partnership basis for the 
distributed property) and further de¬ 
creased under section 752 (b) by $200 
(the decrease in A’s share of partnership 
liabilities) and increased under section 
752 (a) by $400 (the increase in A’s in¬ 
dividual liability by reason of section 
752 (c)). Conversely, the basis of B’s 
partnership interest is decreased by $200 
since the distribution of the real prop¬ 
erty to A resulted in a decrease in B's 
share of the partnership liability under 
section 762 (b). 

<b) Decrease in i^rfTier’s liabilities, 
(1) Where the liabilities of a partner- 
sliip are decreased, and each partner’s 


share of such liabilities is thereby de¬ 
creased. the amount of the decrease 
shall be treated as a distribution of 
money to the partner by the partnership. 
For example, partnership AB, In which 
A and B are equal partners, repays an 
obligation of $10,000. The repayment 
reduces each partner’s share of partner¬ 
ship liabiliUea by $5,000 and is considered 
a distribution of money which reduces 
the basis of each partner’s interest in 
the partnership by that amount. For 
the effect of a discharge of indebtedness 
on the basis of parUuu^p property, see 
sections 108 and 1017. 

(2) Where a partnership assumes the 
separate UabOlUes of a partner or a 
liability to which property owned by 
such partner Is subject (see paragraph 

(c) of this section), the amount of the 
decrease in such partner’s liabilities Is 
treated as a distribution of money by 
the partnership to such partner. For 
example, partner A contributes property 
with a basis of $1,000 to partnership ABC 
In exchange for a one-third Interest in 
the partnership. The property Is sub¬ 
ject to a mortgage of $150. (It is im¬ 
material whether the mortgage is as¬ 
sumed by the partnership. See section 
752 (O.) The basis of A’s partnership 
interest is $900. computed as follows: 
$1,000. A’s basis for the contributed 
property, reduced by $100. two-thirds of 
A’s original liability of $150 now attrib¬ 
utable to partners B and C and reflected 
In their bases under the provisioDs of 
paragraph (a) of this section. 

(c) Liability to which property is si/b- 
iect. Where property subject to a lia¬ 
bility is contributed^by a partner to a 
partnership, or distributed by a partner¬ 
ship to a partner, the amount of 
the liability, to an extent not ex¬ 
ceeding the fair market value of the 
property at the time of the contribu¬ 
tion or distribution, sliall be considered 
as a liability assumed by the transferee. 
For example. A contributes property wiUi 
a basis to him of $1,900 to equal partner¬ 
ship AB. The property is subject to a 
mortgage of $2,500 and its value exceeds 
$2,500. Under paragraph (b) of this sec¬ 
tion. A will be treated as receiving a dis¬ 
tribution in money of $1,250. one-half of 
the liability of ^.500 assumed by the 
partnership. Since the basis of A's part¬ 
nership Interest is $1,000 (the basis of 
the property contributed by him), the 
distribution to him of $1,250 results in his 
realizing a capital gain of $250 under sec¬ 
tion 731 (a). A's basis for his partner¬ 
ship interest Is zero. Although as a part-' 
ncr A has a $1,250 share of the $2,500 
partnership liability, this $1,250 is not 
added to the basis of A's partnership in¬ 
terest since it does not represent an In¬ 
crease in liabilities as to him. 

(d) Sale or exchange of a partnership 
interest. Where there is a sale or ex¬ 
change of an Interest in a partnership, 
liabilities shall bo treated in the same 
manner as liabilities in connection with 
the sale or exchange of property not as¬ 
sociated with partnerships. For example, 
if a partner sells his interest in a part¬ 
nership for $750 cash and at' the same 
time transfers to the purchaser his share 
of partnership liabilities amounting to 
$250. the amount realized by the seller 
on the trausacUon Is $1,000. 


(e) Partner's share of partnership 
biUties. A partner’s share of partner¬ 
ship liabilities shall be determintd in 
accordance with his ratio for sharing 
losses under the partnership agreement. 
In the cose of a limited partnership, a 
limited partner’s share of partnership 
liabilities shall not exceed the diflercnce 
between his actual contribution credited 
to him by the partnership and the total 
contribution which he is obligated to 
make under the limited partnet^hip 
agreement However, where none of the 
partners have any personal liability with 
respect to a partnersliip liability (as in 
the case of a mortgage on real estate 
acquired by the partnership without the 
assumption by the partnership or any of 
the partners of any liability on the 
mortgage), then all partners. Includtaf 
limited partners, shall be consideied as 
sharing such liability under section 752 
(c) in the same proportion as they share 
the profltA The provtsions of thl.'i para¬ 
graph may be illustrated by the follow¬ 
ing example: 

Example, G Is a general partner snd Lti 
A limited partner in partnership OL. Kadi 
makes equal ountrlbutlons of $20D00 ctsh 
to the ponnership upon lU fornuiuon. Ud* 
dcr the terms of the partnorshlp agreenwat 
they are to shore profits equality but L's Us- 
blUUes ore lltnlted to the extent of his coe- 
trlbutlon. Subsequently, the p^nsnhJy 
pays flO.OOO for real property srblch U sub¬ 
ject to A mortgage of S5.000, Nclthsf tbs 
pATlnershlp nor any of the partners owuins 
Any llsblUty on the mortgage. The hosts of 
such property to the partnership Is SlSjXMK 
The bAsU of a and L for their pArtnenblp 
Interesu Is increased by $2,500 each, sines 
each partner's share of the partnermhlp Us- 
biUty (the S5,000 mortgage) haa Increased ^ 
that amount. However. If Uie partnerihlp 
hod assumed the mortgage so that O had 
beocme personally liable thereunder. Os 
basis for his interest would have bem la* 
creased by $5,000 and Lis basis would remsia 
unchanged. 

(f) Limitation, In dctermlnin? the 
amount of liabilities for the purposes of 
section 752 and Uils secUon. the amount 
of an Indebtedness Is to be taken into 
account only once, even though a partner 
(In addition to his liability for $a^ io* 
debtedness as a partner) may be lepa* 
rately liable therefor in a capacity other 
than as a partner. 

1 1.753 Statutory provisions: paring 
receiving income in respect of deccaeaL 

EMC. 753. Partner reeeiiHng income la 
spect of decedent. The amount lacIudlbA 
In the groes inoome of a successor In Intew 
of a deoeaaed partner under section 73S w 
shaU be considered Inoome in reepect w 
decedent under secUon 091. 

1 1.753-1 Partner recelvino tneome in 
respect of decedent —(a) 
respect of a decedent under sect^fi 74 
(a). All payments coming within tn 
provisions of secUon 738 ta) mada ^ 
a partnership to the estate or other 
cessor In Interest of a deceased 
are considered Income In respect of uw 
decedent under secUon 091. The 
or other successor In interest of ® * 

ceased partner ahall be considered 
have received Income in respect of » o 
cedent to the extent that amounU ^ 
paid by a third person In exchange ^ 
rights to futuie payments from 
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partnership under section 736 (a). 

When a partner who Is recelvinsr pay¬ 
ments under i^ecUon 736 (a) dies, sec* 
Uon 753 applies to any remaining pay¬ 
ments under section 736 (a) made to his 
estate or other successor in interest 
<b> Other income in respect o/ a de^ 
tident. When a partner dies, the entire 
portion of the distributive share which is 
attributable to the period ending with 
the date of his death and which is tax¬ 
able to his estate or other successor 
eoDsUiutes Income in respect of a de¬ 
cedent under section 691. This rule ap¬ 
plies even though that part of the dis¬ 
tributive share for the period before 
death which the decedent withdrew is 
not included in the value of the dece¬ 
dent's partnership interest for estate tax 
purposes. See i 1.706-1 (c) <3). 

(c) Example, The provisions of this 
lection may be illustrated by the follow¬ 
ing example: 

example. A and the decedent B were 
•quo] partners In a business having assets 
(other than money) worth MO.OOO with an 
•dhuted basis of $10,000. Certain partner- 
■hip business was well sdTsnccd towards 
eooipleUon before B's death, and after B*s 
death but before the end of the partnership 
year, payment of $10,000 was made to tho 
partnership for auch work. The partnerahlp 
•Creement provided that, upon the death of 
one of the partners, all partnership property, 
ioetudlng unflulshed work, would pass to the 
lumvlng partner, and that the surviving 
partner would pay the estate of the decedent 
the undrawn balance of his share of partner- 
■hfp earnings to the date of death, plus 
IIOPOO In each of the three years after death. 
B‘s share of earnings to the dale of his death 
aju $4,000. of which he had withdrawn $3,000. 
B'i diatribuUvt share of partnership Income 
of I4.O00 to the date of his death is Income 
in respect of a decedent (although only the 
IlMO undrawn at B’s death will be reflected 
In the value of B*a partnerahlp Interest on 
B'i sstste tax return). Assume thst the 
value of Bis interest in partnership property 
•t the date of his death was $32,000. com¬ 
plied of the following items; B’S one-half 
•Bare of the assets of $40,000. plus $2,000. BS 
Brtereet in partnership cash. It should be 
^ted thst BS $1,000 undrswn share of earn- 
w** to Uje date of his death is not a separate ^ 
but wlU be paid from partnership assets. " 
under the partnership agreement. A is to pay 
B’i Mute a total of $31,000. The difference 
« $9,000 between the amount to be paid by 
A ($31,000) and the value of BS interest in 
P^i^lntrihip property ($32,000) comes within 
730 (a) and. thus, also constitutes 
•ticoiiic In respect of s decedent. (Howe%‘er. 
$17,000 difference between the $5,000 
for BS share of the partnership prop- 
•ny and Its $22,000 value at the date of his 
yth does not constitute income in respect 
w a decedent.) If. before the close of the 
taxable year, A pays BS estate 
tiflSSl?* which they agree to allocate 
$•■000 as the payment under section 730 (a), 
^tsUte will include $7,000 In lu grow In- 
(BS $4,000 distributive share plus 
payment under section 736 (s)>. In 
yBpuUng the deduction under section 001 
(C). this $7,000 will bo considered as the 
^lue for estate tax purposes of such Income 
of a decedent, even though only 
w.OOO ($1,000 of distributive share not wlth- 
piut 43.000. payment under section 
<»n of this amouut can be Identlfled on 
Be estste tax return as part ol the partner- 
•Bip interest. 

Effective date. The provisions 
Bcctioo 753 apply only In the case of 
made with respect to decedents 
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whose death occurred after December 31, 
1954. SeesecUon771 (b) (4) and fi 1.77X 
<b) (4). 

I 1.754 Statutory provisions; manner 
of electing optional adjustment to basis 
of partfiership property. 

S*c. 754. Manner of elecUng optional ad- 
justment to basU of partnership property. 
If a partnerahlp flies an election. In accord¬ 
ance with regulations prescribed by the Sec¬ 
retary or his delegate, the basis of partner¬ 
ship property shall be adjusted, in the case 
of a distribution of property, in the manner 
provided In section 734 and. In the esse of a 
transfer of a partnership interest, in the 
manner provided In section 743. Such an 
election shall apply with respect to all dis¬ 
tributions of pro|>erty by the partnership 
and to all transfers of Interests In the part¬ 
nership during the taxable year with respect 
to which such election was filed and all 
subsequent taxable years. Such election 
msy be revoked by the partnership, subject 
to such Umltations as may be provided by 
regulations prescribed by the Secretary or 
his delegate. 

$ 1.754-1 Time and manner of mak* 
ing election to adjust basis of partnership 
property —(a) In general, A partner¬ 
ship may adjust the basis of partner¬ 
ship property under sections 734 <b) and 
743 (b) If it files an election in accord¬ 
ance with the rules set forth in para¬ 
graph (b> of this section. An election 
may not be filed to make the adjust¬ 
ments provided in either section 734 <b) 
or section 743 (b> alone, but such an 
election must apply to both sections. An 
election made under the provisions of 
this section shall apply to all property 
distributions and transfers of partner¬ 
ship interests taking place In the part¬ 
nership taxable year for which the elec¬ 
tion is made and in all subsequent part¬ 
nership taxable years unless the elec¬ 
tion is revoked pursuant to paragraph 
(c) of this section. 

(b) Method of making election. An 
election under this section to adjust the 
basis of partnership property under sec¬ 
tions 734 (b) and 743 (b> shall be made 
in a written statement filed with the 
pai-tnershlp return for the Orst taxable 
year to which the election applies (or 
within 90 days after the promulgation of 
the regulations under section 754). The 
statement shall (1> set forth the name 
and address of the partnership making 
the election. (2) be signed by any one 
of the partners, and (3) contain a dec¬ 
laration that the partnership elects to 
apply the provisions of section 734 (b) 
and section 743 (b). 

(c) Revocation of election, A part¬ 
nership having an election in effect un¬ 
der this section may revoke such election 
with the approval of the district director 
for the district in which the partnership 
return is required to be filed. A partner¬ 
ship which wishes to revoke such an elec¬ 
tion shall file with the district director 
for the district in which the partnership 
return is required to be filed an applica¬ 
tion setting forth the grounds on which 
the revocation is desired. The applica¬ 
tion shall be filed not later than 30 days 
after the close of the partnership taxable 
year with respect to which revocation is 
intended to take effect and shall be 
signed by any one of tho partners. Ex¬ 
amples of situations which may be con¬ 
sidered sufficient reason for approving 
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an application for revocation Include a 
change In the nature of Uic partnership 
business, a substantial increase in the 
assets of the partnership, a change in the 
character of partnership assets, or an 
increased frequency of retirements or 
shifts of partnership interests, so that an 
increased administrative burden would 
result to the partnership from the elec¬ 
tion. However, no application for revo¬ 
cation of an election shall be approved 
when the purpose of the revocation is 
primarily to avoid stepping dowm the 
basis of partnership assets upon a trans¬ 
fer or distribution. 

( 1.755 Statutory provisions; rules 
for allocation of basis, 

8mc, 755. Rules for allocation of boxti—(a) 
General rule. Any increase or decrease iu 
the adjusted basis of partnership property 
under section 734 (b) (relating to the op¬ 
tional adjustment to the basis of undutrlb- 
uted partnership property) or section 743 
(b) (relating to the optional adjustment to 
tho iMls of partnership property In the case 
of a transfer of an Interest In a partnership) 
shall, except as provided In subsection (b), 
be allocated— 

(1) In a manner which has the effect of 
reducing the difference between the fair 
market value and the adjusted basla of part¬ 
nership properties, or 

(3) In any other manner permitted by 
regulations prescribed by the Secretary or 
bis delegate. 

(b) Special rule. In applying the alloca¬ 
tion rules provided In subeection (a), in¬ 
creases or decreases Iq the adjusted basis of 
partnership property arising from a distri¬ 
bution of, or a transfer of an interest at¬ 
tributable to, property consisting of— 

(1) Capital asseu and property dcacribed 
in section 1231 (b), or 

(2) Any other property of the partnership, 

shall be allocated to partnership property of 
a like character except that the basis of any 
such partnership property shall not be re¬ 
duced below aero. If. In the case of a dis¬ 
tribution. the adjustment to baals of prop¬ 
erty described In paragraph (1) or (2) is 
prevented by the absence of such prepay 
or by Insufllclcnt adjusted basis for such 
prepay, such adjustment shall be applied 
to subs^uently acquired property of a like 
character In accordance with regulations 
prescribed by the Secretary or his delegate. 

I 1.755-1 Rules for allocation of 
basis —(a) General rule, (1) (1) A part¬ 
nership which has elected under section 
754 must adjust the basis of partnership 
property under the provisions of sec¬ 
tion 734 <b) (relating to the optional 
adjustment to the basis of undistributed 
partnership property) and section 743 
(b) (relating to tho optional adjustment 
to the basis of partnership property 
where a partnership interest is trans¬ 
ferred). The amount of the Increase 
or decrease (as determined in those sec¬ 
tions) in the adjusted basis of the part¬ 
nership property shall first be divided, 
under paragraph (b) of this section, be¬ 
tween the two classes of property de¬ 
scribed in section 755 (b). Then, the 
portion of the increase or decrease allo¬ 
cated to each class shall be further allo¬ 
cated to the bases of the properties 
within the class in a manner which will 
reduce the difference between the fair 
market value and the adjusted basis of 
partnership properties. In the alterna¬ 
tive, any Increase or decrease may be 
allocated in any other maimer approved 
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by the district director under siibpara- 
graph (2) of this paragraph. 

(11) If there is an Increase In basis 
to be allocated to partnership assets* 
such increase must ^ all<x:ated only to 
assets whose values exceed their bases 
and in proportion to the difference be¬ 
tween the value and basis of each. No 
Increase shall be made to the basis of 
any asset the adjusted basis of which 
equals or exceeds its fair market value. 

(ill) If there is a decrease in basis 
to be allocated to partnership assets* 
such decrease must be allocate to as¬ 
sets whose bases exceed their value and 
in proportion to the difference between 
the basis and value of each. No decrease 
shall be made to the basis of any asset* 
the fair market value of which equals 
or exceeds its adjusted basis. 

(iv) The application of the rules with 
respect to the allocation of an adjust¬ 
ment in basis under subdivisions (11) 
and (ill) of this subparagraph requires 
thot a portion of such adjustment be al¬ 
located to partnership good will* to the 
extent that good will exists and is re¬ 
flected in the value of Uie property dis¬ 
tributed. the price at which the partner¬ 
ship interest is sold, or the basis of the 
partnership interest determined under 
section 1014. in accordance with the dif¬ 
ference between such value of the good 
will and its adjusted basis at the time of 
the transaction. 

(2) If a partnership (or a partner 
electing under section 732 (d)) desires 
to adjust the basis of assets under sec¬ 
tion 734 ihi, or 743 (b) In a manner other 
than that prescribed in subparagraph 
(1) of this t>aragraph. it must file an 
application for permission to use such 
method with the district director no later 
than 30 days after the close of the part¬ 
nership taxable year in which the pro¬ 
posed adjustment is to be made. The 
application must describe the proposed 
adjustments In detail and set forth the 
reasons for the desired use of the other 
method. Under section 755 (a) (2). Uie 
district director may permit the partner¬ 
ship to increase the bases of some part¬ 
nership properties and decrease the bases 
of other partnership properties under 
section 734 (b) or 743 (b>. Each in¬ 
crease or decrease to the basis of an 
asset must reduce or eliminate the'dlf- 
^ fcrence between such basis and the value 
of the asset. The net amount of all such 
adjustments must equal the amount of 
the adjustment under section 734 (b) 
or 743 (b). Adjustments that both in¬ 
crease and decrease the basis of partner¬ 
ship assets will be permitted by the dis¬ 
trict director only upon a satisfactory 
showing of the values for partnership 
assets used by the parties to determine 
the price at which a partnership interest 
w^as sold, the value of the decedent's part¬ 
nership Intci'cst at date of death (or at 
the alternate valuation date, if used) * or 
the amount of a distribution. 

(b) Special rules. For Uie purposes of 
applying section 755, all partnership 
property shall be classified into two 
catholics: capital assets*and property 
described in section 1231 (b> (certain 
property used in the Uade or business)* 
or any other property of the partner¬ 
ship. 


<1) Distributions. (1) Where there is 
a distribution of partnership property 
rcstilUng in an adjustment to the basis 
of undistributed partnership property 
under section 734 (b) (1) (B> or (b) (2) 
(B) • such adjustment must be allocated 
to remaining partnership property of a 
character similar to that of the dis¬ 
tributed property with respect to which 
the adjustment arose. Thus, when the 
partnership adjusted basis of distributed 
capital assets and secUon 1231 (b) prop¬ 
erty immediately prior to distiibuUon 
exceeds the basis of such property to the 
distributee partner (os determined under 
section 732), the basis of the undis¬ 
tributed capital assets and secUon 1231 
(b> property remaining in the partner¬ 
ship shall be increased by an amount 
equal to such excess. Conversely, when 
the basis to the distributee partner (as 
determined under section 732) of dis¬ 
tributed capital assets and section 1231 
(b) properly exceeds the partnership ad¬ 
justed basis of such property immedi¬ 
ately prior to the distribution, the basis 
of the undistributed capital assets and 
section 1231 (b) property remaining in 
the partnership shall be decreased by 
an amount equal to such excess. Sim¬ 
ilarly. where there is a distribution of 
partnership property other than (capital 
assets and section 1231 (b) property, and 
the basis of such other property to the 
distributee partner (as determined under 
section 732) Is not the same as the part¬ 
nership adjusted basis of such property 
immediately prior to distribution, the 
adjustment shall be made only to un¬ 
distributed properly of the same cate¬ 
gory remaining In the partnership. 

(U) Where there Is a distribution re¬ 
sulting in an otUustment under section 
734 (b> (1) (A) or (b) (2) (A) to the 
basis of undistributed partnership prop¬ 
erty, such adjustment must be allocated 
only to capital assets or section 1231 (b) 
property. 

(2) Transfers. Where there Is a basis 
adjustment under secUon 743 (b) arising 
from a transfer of an interest In a part¬ 
nership by sale or exchange or upon the. 
death of a partner, the amount of the 
a^ustment ahall be allocated between 
the two classes of property described In 
secUon 755 (b) and then the amount al¬ 
located to each class shall be further 
allocated under the rules of paragraph 

(a) (1) of this secUon. Thus, to the ex¬ 
tent that an amount paid by a purchaser 
of a partnership interest (or the basis 
of the partnership interest to the estate 
or other successor in Interest of a de¬ 
ceased partner) is attributable to the 
value of capital assets and secUon 1231 

(b) proper^, any difference between the 
amount so attributable and the trans¬ 
feree partner's share of the partnership 
basis of such property shall (^onsUtute 
a special basis adjustment with respect 
to partnership capital assets and secUon 
1231 (b> property. Similarly, any such 
difference attributable to any other prop¬ 
erty of the partnership shall constitute 
a special basis adjustment with respect 
to such property. 

(3) lAmitation on decrease of basis. 
Where a decrease in the basis of partner¬ 
ship assets is required tmder secUon 734 
(b) (2) and the amount of the decrease 
exceeds Uie adjusted basis to the part¬ 


nership of property of the required 
character, the basis of such property 
shall be reduced to zero (but not below 
zero), and Uie balance of the decrease 
In basis ahall be made when the partner¬ 
ship subsequently acquires property of 
a like character to which an adjustment 
can be made. 

(4) Carryover of adfustment. Where, 
In the case of a distribution, an increase 
or decrease required under paragraph 
(a) of this secUon in the basis of undis¬ 
tributed partnership property cannot be 
made because the partnership owns no 
property of the character required to 
be adjusted, or because the adjustment 
has been limited under subparagraph (3) 
of this paragraph, the adjustment shah 
be made when the partnership subse¬ 
quently acquires property of a like char¬ 
acter to which an adjustment can be 
made. 

(c> Examples. The provbilons of this 
section may be illustrated by the follow¬ 
ing examples: 

Example (i). Assomt that partnmhip 
ABC hai three MseU: X. a capital amt with 
an adJttaUd baala of Sl.OOO and a valut o( 
01.500; Y, a depreciable aeaet wltb an ad- 
j\ut«d baala of $1,000 and a value of SSOO; 
and Z. inventory Itema with an adjuited 
baalS of $700 and a value of $000. A ■elk 
his Interest to D (when an election undor 
764 U In effect) for $1,000 of saxXW. the 
total value of partnership asaeU). D*i ebaie 
of the adjusted baste of partnership property 
Is $000 (Vs of $3,700). Therefore, under sec¬ 
tion 743 (b). D has a special baau adjust¬ 
ment of $100 ($1,000 minus $000j. This sd- 
jusUnent must be allocated entirely to prop¬ 
erty X. since such allooaUon will have tbs 
effect of reducing the difference between 
value and basis of such asset. Therefors. D 
has a special basts adjustment of $100 with 
respect to property X, which now has s 
clal basis to him of $1,100. No pari of ibs 
adjustment Is made to depreciable propeiy 
y or Inventory items Z. since any such 
Justment would Increase the difference 
tween the basis and value of each suen 


asset. 

Example (2). Assume the same facts ss 
in example (1) of this paragraph except that 
caplUl asset X has a value of $IJW0. de¬ 
preciable property Y has a value of 41*1®?; 
and Inventory items Z have a value of 
$400. Therefore, under section 743 (b>, u 
has a special baala adjustment of $100, lbs 
excess of D's basis for his Interesl In tw 
partnership ($1,000) over bis shars of 
adjusted baaU of parlncrahlp propsi^ 
($000). ThU $100 adjustment must w 
allocated entirely to capital asset X and d^ 
preclable property Y in proportion to tw 
difference between the v^ue and basis « 
each alnce auch allocation has the effect « 
reducing the difference between tbs 
and basis of each such asset. 
has a special basis adjustment of ^ 
($500/$«00 of $100) with respect to 
asset X. which now has a special basis to n^ 
of $1,083. and of $17 ($100/$$00 ^ tlW 
with respect to depreciable prepay Y. wb^ 
now has a special basis to him of ^ 

part of the adjustment la made to 
items Z, since any such adjustment wouia 
increasa the difference between the b$*» » 
such asset and its value. . 

Example (3). Assume that 
EFO has three assets: X. s capital asset 
an adjusted basis of $1,000 and a TSlue 
$1,500; Y, a depreciable asaet with w ^ 
Justed basis of $1,000 and a value m 
and Z. Inventory Items with an adjuew 
basis of $700 and a value of $800. * 
his Interest to H (when an of 

aecUon 754 Is In effect) for •t O®® 

$3,000, the total value of the partnering 
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FTt aluire of the Adju!it«d bMU of 
pArta<!rahlp U ^900 (V4 ot •2*700). There- 
ton, H hu a apecUI baalB adjustment at 
•100 ($1*000 minus $900) under * section 
Its <b). Since, of tbe total $300 difference 
briween the value and the adjusted basis 
ot all partnership property, $200 ($600. ap- 
precistloii In value of X. minus $300. depre* 
dsUon in value of Y) Is attributable to the 
diss of capital asseu and depreciable prop* 
•rty. and $100 (appreciation In value of In- 
tvntory items Z) to the class of other prop* 
crty. irs special basis adJUFtmeni of $1(X) 
must be allocated ^ to capital assets and 
depreciable property and to other prop- 
■rty (inventory). The $07 Increase ot 
llOOl to be allocated to capital assets and 
dtpreclable property must further be alio* 
caud so as to reduce the difference between 
ibe value and basis of auch assets. This can 
bt done only by allocating tbe entire $07 
taerease to capital asset X (tbe baaia of 
vblch la less than Its value), and no part ot 
the increase to depreciable property Y (the 
$Mis of which exceeds Its value). Tbereffire, 
H has a special baaia adjustment of $67 for 
cspltol asset X. which now haa a special basts 
ti6 him of $1,067; be has no special basis 
sdjuitment for depreriable property Y. 
H also has a apeclsr basis adjustment of $33 
(H of $100) for inventory Items Z. the special 
bisli of which is now $733. 

DEFINITIONS 

11.7CI Statutory provisions; terms 
defined. 

8k*. 761. Terms defined —(a> Partnership, 
purposes of this subtitle, tbe term 
*p^toenhlp'* Includes a syndlcafb. group, 
pool. Joint venture, or other unincorporated 
ergaahqitlon through or by means of which 
aoy business, financial operation, or venture 
is carried on. and which Is not. within the 
iseanitig of this title, a corporation or a trust 
or estate. Under regulations the ffscretsry 
cr his deiegmto may. at the election of all the 
aembera of an unincorporated organisation, 
etthide such organisation from the nppli- 
catiofi of all or part of this subchajiiter, if it 
Is svalTed of— 

(1) ^r investment purpoeea only and not 
toe the active conduct of a business, or 
13) Par the Joint production, extraction, or 
Dm of property, but not for tbe purpose of 
•elUtig services or property produced or es- 
Uicted, 

it the Income of the members of the organl* 
aUon may be adequately determined with¬ 
out tbe computation of partnership taxable 
Ibeome. 

(h| Partner, For purposes of this sub¬ 
file, the term '‘partner** means a member 
^ a partnership. 

(e» Partnership agreement. For purposes 
•(this stibchapter. a p€u*tnershlp agreement 
•Jciudet any modlficatlona of the partner- 
™lp agreement made prior to. or at. the time 
Pf'w^bed by law for the filing of the part* 
®®^lp return for the taxable year (not In- 
duding extensiona) which are agreed to by 
the partners, or which me adopted in 
JDch other manner aa may be provided by 
partnership agreement. 

(d) It^idction of a partner's Interest, 
purposes of this aubchapter, the term 
u^uidation of a partner*a interest** means 
imnInsUon of a partner's entire Inter- 
ia a partnership by means of a distribu- 
or a series of dlatrlbutlona, to the 
I'^rtner by the partnership. 

I1.76U1 Terms defined — <n) PorN 
^erthip^i^l) jfi general. The term 
Partnership’* includes a syndicate, 
pool. Joint venture, or other un- 
^orporated organization through or by 
means of which any business, financial 
^fatlon, or venture Is carried on, and 
Ko. lo a— 8 
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which is not a corporation or a trust or 
estate within the meaning of the In¬ 
ternal Revenue Code of 1954. The term 
^'partnership’' is broader in scope than 
the common law meaning of partnership, 
and may include groups not commonly 
called partnerships. See section 7701 <a) 
(2). See regulations under section 7701 

(a) (1). (2). and (3) for the description 
of those unincorporated organizations 
taxable as corporations or trusts. A joint 
undertaking merely to share expenses is 
not a partnership. For example, if two 
or more persons jointly construct a ditch 
merely to drain surface water from their 
properties, they are not partners. Mere 
coownership of properly which is main¬ 
tained. kept in repair, and rented or 
leased does not constitute a iNirtnership. 
For example. If an individual owner, or 
tenants in common, of farm property 
lease it to a farmer for a cash rental or 
a share of the crops, they do not neces¬ 
sarily create a partnership thereby. 
Tenants in common, however, may be 
partners if they actively carry on a 
trade, business, financial operation, or 
venture and divide the profits thereof. 
For example, a partnership exists if co- 
owners of an apartment building lease 
space and in addition provide services to 
the occupants either directly or tlu*ough 
an agent. 

<2) Exclusion of certain partnerships 
from provisions of subchapter K —(1) 
In general. Under the conditions set 
forth in this paragraph, an unincor¬ 
porated organization described in sub¬ 
division Cii) or (iii) of this subparagraph 
may be excluded from the application of 
all or a part of the provisions of sub¬ 
chapter K. Such organization must be 
availed of for investment pu 2 *poses only 
and not for the active conduct of a busi¬ 
ness, or for the joint production, extrac¬ 
tion. or use ot property, but not for the 
purpose of selling services or property 
produced or extracted. The members of 
such organization must be able to com¬ 
pute their income without the necessity 
of computing partnership taxable in¬ 
come. Any syndicate, group, pool, or 
joint venture which is classifiable as an 
association, or any group operating 
under an agreement which creates an or¬ 
ganization classifiable as an association, 
does not fall within these provisions. 

(ID Investing partnership, Whore^the 
participants in the joint purchase, reten¬ 
tion. sales, or exchange of investment 
property— 

(a ) OaTi the property as coowners, 

(b) Reserve the right separately to 
take or dispose of their shares of any 
property acquired or retained, and 

(c) Do not actively conduct business 
for joint profit, or irrevocably authorize 
some person or persons acting in a rep¬ 
resentative capacity to purchase, sell, or 
exchange such investment property, al¬ 
though each separate participant may 
delegate authority to purchase, sell, or 
exchange his share of any such tnveat- 
ment property for the time being for his 
account, but not for a period of more 
than a year, then 

such group may be excluded from the 
application of the provisions of subchap¬ 
ter K under the rules set forth in sub¬ 
division (iv) of this subparagraph. 
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(Hi) Operating agreements. Where 
the participants in the joint production, 
extraction, or use of properly— 

(а) Own the property as coowners, 
either In fee or under a lease or other 
form of contract granting exclusive oper¬ 
ating rights, and 

(б) Reserve the right separately to 
take in kind or dispose of their shares of 
any property produced, extracted, or 
used, and 

CO Do not jointly sell services or the 
property produced or extracted, although 
each separate participant may delegate 
authority to sell his share of the prop¬ 
erty produced or extracted for the time 
being for hJs account, but not for a period 
of time in excess of the minimum needs 
of the Industry, and in no event for more 
than one year, then 

such group may be excluded from the 
application of the provisions of subchap¬ 
ter K under the rules set forth In sub¬ 
division (Iv) of this subparagraph. How¬ 
ever. the preceding sentence does not 
apply to any unincorporated organiza¬ 
tion one of w*hose principal purposes Is 
cycling, manufacturing, or processing for 
persons who are not members of the 
organization. 

<lv) Method of election —(a) Complete 
exclusion from subchapter K. An un¬ 
incorporated organization which wishes 
to be excluded from all of subchapter K 
must make the election provided in sec¬ 
tion 701 (a) in a statement attached to 
a partnership return filed with the dis¬ 
trict director for the district in which 
the organization has Its principal office 
or place of business. Such return shall 
be properly executed and shall contain, 
in lieu of the information required there¬ 
on. only the name and address of the 
organization. The statement attached 
to the return shall Include the names 
and addresses of all the members of the 
organization; a statement that the 
organization qualifies under subdlvixloDS 
<l) and either (ID or (lU) of $ 1.701-1 (a) 
(2) and elects to be excluded from all of 
subchapter K; and a copy of the agree¬ 
ment under which the organization oper¬ 
ates if written (or a summary thereof if 
oral). Unless, within 90 days after the 
formation of the organization (or after 
the promulgation of the regulations 
under siibchapter K, whichever is later), 
any member of the organization notifies 
the Commissioner that the member de¬ 
sires subc^apter K to apply to such 
organization, and also advises the Com¬ 
missioner that he has so notified all other 
members of the organization by regis¬ 
tered or certified mail, the election to be 
excluded will be approved. Such elec¬ 
tion is irrevocable as long as Uie organi¬ 
zation remains qualified under subdivi¬ 
sions (1) and cither (ID or (Iii) of this 
subparagraph, 

<b) Partial exclusion from subchapler 
K, An unincorporated organization 
which wishes to be excluded from only 
certain sections of subchapter K must 
submit to the Commissioner, no later 
than 90 days after the beginning of the 
first taxable year for which partial ex¬ 
clusion Is desired, a request for permis¬ 
sion to be excluded from certain provi¬ 
sions of subchapter K. The request shall 
set forth the sections of subchapter K 
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from which exclusion is sought and shall 
state that such organization Qualifies 
under subdivisions (i) and either (U) or 
(iU> of fil.76Ul <a) (2). and that the 
members of the organization elect to be 
excluded to the extent indicatc<L Such 
exclusion shall be effective only upon 
approval of the election by the Commls* 
sioner and subject to the conditions he 
may impose. 

<v> In/ormation to he ftJed by organic 
zations excluded under section 761, <a> 
An organization excluded from all of 
subchapter K shall file annually with the 
Commissioner of Internal Revenue. Mid* 
west Service Center. Kansas City, Mis¬ 
souri. a Form 1099 for each person who 
was a member of the organization during 
any part of the calendar year. Such 
form shall show the name and address of 
the member (under ^^o Whom Paid”) 
and the name and address of the organi¬ 
zation (under ‘‘By Whom Paid**). In 
lieu of “Kind and Amount of Income 
Paid", each such form shall state “Filed 
imder section 761 (a)** and the principal 
activity of the orgnization. Such organi¬ 
zation need not file Form 1065 annually. 

(b) Organizations partially excluded 
from subchapter K shall file partnership 
returns containing such information 
as the Commissioner may reQuIre upon 
the granting of the partial exclusion 
under section 761 (a>. 

(b) Partner, The term '’partner** 
means a member of a partnership. 

(c) Partnership agretfnent. For the 
pmposea of subchapter K. a partnership 
agreement includes the original agree¬ 
ment and any modificatioas thereof 
agreed to by all the partners or adopted 
in any other manner provided by the 
partnership agreement. Such agree¬ 
ment or modifications can be oral or 
written. A partnership agreement may 
be modified with respect to a particular 
taxable year subsequent to the close of 
such taxable year, but not later than the 
date (not including any extension of 
time) prescribed by law for the filing 
of the partnership return. As to any 
matter on w^hich the partnership agree¬ 
ment, or any modification thereof, is 
silent, the provisions of local law shall 
be consider^ to constitute a part of the 
agreement. 

(d) Liquidation of partner's interest. 
# *rhe term '’liquidation of a partner's In¬ 
terest** moans the termination of a 
partner’s entire Interest in a partnership 
by means of a distribution, or a series 
of distributions, to the partner by the 
partnership. A series of distributions 
will come within the meaning of this 
term whether they are made in one year 
or in more than one year. Where a part¬ 
ner's interest is to be liquidated by a 
series of distributions, the interest will 
not be considered as liquidated until the 
final distribution has been made. For 
the basis of property distributed in one 
liquidating distribution, or in a series of 
distributions in liquidation, see section 
732 <b). A distribution which is not in 
liquidation of a partner’s entire interest, 
as defined in this paragraph, is a current 
distribution. Current distributions. 


therefore. Include distributions in partial 
liquidation of a partner’s Interest, and 
distributions of the partner's distributive 
share. See U.73U1 (a) (1) iU). 

XrrECTTVE DATE FOR SUBCHAPTER 

i 1.771 Statutory protfisions; effective 
date. 

See. 771. Effective doftf—(a) General 
Taxable years beginning a/Ur 
December 31, S9S4, Sxcept m provided In 
aubeecUon (b), UUa aubebapter ahall apply 
with reapect U>— 

(A) Any partncnhlp taxable year begin¬ 
ning after December 31, 1954. and 

(B) Any part of a partner’a taxable year 
falling within auch pannerahip taxable year. 

(2) Application of prior provUions. Ex¬ 
cept aa provldod In aubaectlon (b). aecUoda 
113 (a) (13). 101 to 101 (incluaivel, and 
3797 (a) (2r of the Internal Revenue Code 
of 1939 ahaU apply with reapect to— 

(A) Any partncrmhlp taxable year begin¬ 
ning before January 1. 1956. and 

(B) Any part of a partner’a taxable yeor 
falling within auch partnerahlp uxable year. 

(b) Special nilcf—(1) Adoption of tax- 
able year. Section 706 (b) (relating to the 
adoption of a taxable year by a partnerahlp 
or partner) ahall apply to— 

(A) Any partnerahlp which adopta, or 
changea to, a taxable year beginning after 
April 1. 1954. and 

(B) Any partner who changea to a taxable 
year beginning after AprU 1, 1964. 

Pot the purpose of applying thU paragraph, 
aectlon 706 (relating to the continuation of 
a partnerahlp) ahall be effective for taxable 
yeara beginning after April 1. 1964. 

(2) Property distributed by a partnership. 
Section 736 (a) (relating to the character of 
gain or lota on the dlapoaltlon of property 
distributed by a partnerahlp) ahall apply 
only to property distributed by a partnerahlp 
alter March 9. 1954. 

(3) Unrealised rteeitutbles and Inventory 
items. Section 761 (relating to unrealised 
receivables and Inventory itema) shall apply 
with reapect to gain or loos to a seUer, dis¬ 
tributee. or partnerahlp In the case of a sale, 
exchangs. or distribution occurring after 
March 9. 1064. For the purpose of applying 
this paragraph In the case of a taxable year 
beginning before January 1. 1966. the other 
sections of this subchapter shall be ap¬ 
plicable to the extent provided by regula- 
tlona prescribed by the Secretary or his 
delegate. 

<4) Partner receiving income in respect of 
decedent. Section 753 (relating to income 
in respect of a decedent) shall apply only 
in the case of payments made with respect 
to deoedenta dying after December 31. 1954. 

(c) Optional treatment of certain disfrl- 
hutions. In the case of a partnerahlp tax¬ 
able year beginning after December 31. 1953. 
and before January 1. 1955, a partnership 
may elect, under regulations prescribed by 
the Secretary or his delegate, with respect 
to distributions made during such year to 
any partner, other than in liquidation of 
the partner’s Interest, to apply the rules In 
sscUons 731. 732 (a), (c), and (e). 733. 735. 
and 751 (b)« (o). and (d) (and. to the extent 
applicable, the rules provided In sections 
706, 762, and 701 (d)). If a partnership so 
elects, such rules ohaU be effective for the 
pATtnershtp and all members of such part¬ 
nerahlp with respect to such dlstrtbuUons. 

{ 1.771-1 Effective date —(a) Gen¬ 
eral rule. Except aa provided in para¬ 
graph (b) or (c> of this section, the pro¬ 
visions of subchaptcr K shall apply to 
any taxable year of a partnership be¬ 
ginning after December 31, 1954, and to 


any part of a partner:8 taxable yenr fall¬ 
ing within such partnership taxable year. 
The provisions of the Internal Revenue 
Code of 1939 relating to partnerships 
shall apply to any taxable year of a part¬ 
nership beginning before January 1, 
1955, and to any part of a partner’s tax¬ 
able year falling within such partnership 
taxable year. If a partnersliip and the i 
partners are on different taxable years, 
subchaptcr K shall become effective at 
the same time both for the partnership 
and for the partners. 

(b) Special rules. Certain provisions 
of section 771 apply after spe^c dates 
In 1954. as follows: 

(1) Adoption of taxable year. Sec¬ 
tion 796 (b> (relating to the adoption 
of taxable years by partners and part¬ 
nerships). shall apply to any partner¬ 
ship which adopts or changes to. and 
any partner who changes to. a taxable 
year beginning on or after April 2.1964. 
For the purpose of applying this sub¬ 
paragraph. the rules of section 708 (re¬ 
lating to the continuation of partner¬ 
ships) shall apply. For example, if 
two or more partnerships merge after 
April 1, 1954. and the now partnenhip 
uses the taxable year of the partnei*ship 
of which it is deemed to be the successor 
under section 708 (b) (2) (A), it wlQ 
not need prior approval to continue to 
use such taxable year even though such 
year m^y be different from the taxable 
years of the partners. Such a partner¬ 
ship is not ’'adopting" or “changlns ' its 
taxable year. 

(2) Property distributed by a partner^ 
ship. Section 735 (a), relating to the 
character of gain or loss on disposi¬ 
tion of property distributed by a part¬ 
nerahlp to a partner, shall apply only to 
property distributed after March 9,1954. 
Although a partnership whose taxable 
year begins before January 1, 1965. gen¬ 
erally will be subject to the provUKms 
of the Internal Revenue Code of 1939, 
any unrealized receivables or Inventory 
itema distributed by any such partner¬ 
ahlp after March 9, 1954. wUl be subject 
to the provisions of section 735 (a>, and 
the gain or loss on the subsequent dis¬ 
position of such property will be or¬ 
dinary gain or loss rather than capital 
gain or loss. In the case of property 
distributed before March 10. 1954. sec¬ 
tion 735 (a) wUl not apply, even though 
the property is disposed of by the dis¬ 
tributee partner after that date, unless 
the partnership elects under poragropb 
(c) of this section to apply section 735. 

(3) Unrealized receivables and inven^ 

tory items. Section 751 (providing for 
the realization pf ordinary income on 
certain transfers or distributions of un¬ 
realized receivables or substantially a^ 
predated Inventory Items) shall w 
applicable to any such transfer or ^ 
tribution occurring after March 9. 1^ 
For the purpose of applying section <5i 
in the case of a taxable year beglnnlw 
before January 1.1955, a partnership ^ 
partner may elect to treat as appli(^^ 
any other section of subchapter K. Bce 
I 1.761-1 (f). , 

(4) Partner receiving income iff ^ 
sped of a decedent. Section 753, whicn 
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provides that the amount includible in 
the gross Income of a successor In in¬ 
terest of a deceased partner under sec¬ 
tion 736 (a) shall be considered income 
in respect of a decedent under section 
m. shall apply only In the case of pay- 
inents made with respect to decedents 
whose death occurred after December 
3L1654, 

(c) Optional treatment of certain dis^ 
tributioM. { 1) For a partnership taxable 
year beginning after December 31, 1053. 
And before January 1. 195S. a partner- 
fhip may elect to apply the rules of cer- 
Uin sections of subchapter K With 
respect to current distributions made by 
the partnership in such 3 ^r. These 
sections are 731, 732 (a), (c>, and <e), 
733. 735. and 751 (b). (c). and <d). If 
An election is made. It shall apply to 
the psirtnershlp and all its members for 
All current distributions made by the 
PAilnership during the taxable yean 
Such distributions shall also be subject 
to the rules of sections 705 (relating to 
determination of basis of a partner’s in¬ 
terest), 752 (relating to treatment of 
certain liabilities), and 761 (d) (relating 
to the definition of liquidation of a 
pirtner’s interest), to the extent that 
each sections apply to current distribu- 
Uora, 

12) An election under this paragraph 
Khali be made by a statement filed with 
the partnership retiim for the taxable 
jesr to a’hich such election applies, or 
iUed within 90 days after the promulga¬ 
tion of the regulations under section 771, 
whichever date Is later. The statement 
ibsll be signed by all members of the 
partnership and the election once made 
ibail be binding on the partnership and 
on all of its members. 

fSEAil HussxtL C. Hasiiinctoic. 

Commissioner of Internal Revenue. 

Approved: May 23. 1956. 

Dan Thsoop Smith. 

Sjyecial Assistant to the Secretary 
in Charge of Tax Policy. 

IF. n, Doo. 66-4104: Filed. May 23. 1056; 

4:61 p. m.l 


TITLE 27—INTOXICATING 
UQUORS 

diopter I—Internal Revenue Service, 
Department of the Treasury 
|T,D. 61741 
I Reg 5 J 

Fait S^LAsertNo aitd Advertising of 
Distilled Spirits 

miscellaneous amendments 

Notice of public hearing to be held In 
Washington. D. C,, on December 1. 1955, 
with respect to certain propos^ to 
Mhmd Regulations No. 6, Relating to 
and Advertising of Distilled 
was published In the Federal 
WWTER on November 19. 1955 (20 F. R. 
Upon the conclusion of the said 


hearing and after consideration of all 
relevant material submitted by interested 
persons in connection therewith regard¬ 
ing the proposals, the following amend¬ 
ments to Regulations No. 5 (27 CFR, 
Part 5) arc hereby adopted: 

Paxagraph 1. Section 21, class 4 (a) 
(27 CFR 5.21 (d) (D), by adding the 
following proviso at the end of the second 
sentence: *^Provided. That in the case of 
any fruit brandy, other than neutral 
brandy, pomace brandy, marc brandy or 
grappa brandy distilled from the fer¬ 
mented Juice, mash, or wine of grapes, or 
the residue thereof, which has been aged 
for less than two years, the statement 
of the class (and type, if any) shall be 
preceded by the word ’Immature* appear¬ 
ing in the same size and kind of type 
and as a part thereof, e. u.. ’immature 
brandy or ’immature grape brandy*,” 

Par. 2. The proviso at the end of sec¬ 
tion 39 <b) (1) (37 CFR 5.38 (b) (1) > U 
amended to read as follows: **Prot7ldcd, 
That an appropriate statement with re¬ 
spect to age shall appear on the brand 
label In the case of brandy (other than 
Immature brandies) not aged for a pe¬ 
riod of at last two years.** 

Par. 3. SecUon 39 (e) (5) (27 CFR 
5.39 (e) (5)> is amended by inserting 
immediately after the word ’’brandies'* 
appearing in the proviso at the end of 
the first sentence thereof, the following: 
’’(except immature brandies) **. 

Par. 4. SecUon 64 (c> (27 CPR 5.64 
(c)) is amended by inserting in the last 
sentence immediately after the word 
•’brandy**, the following: **(except im¬ 
mature brandies) **• 

*rhls Treasury decision shall become 
effective thirty days after publication In 
the Federal Register. 

(63 8Ut. 375; 28 U. 8. C. 8176. Int^ret or 
apply sec. 5. 42 Stat. 081. aa amended; 27 
U. 8. C. 206) 

[SEAL] Harry J. Traxnor. 

Acting Commissioner. 

Approved: May 21.1056. 

Dak Tmopp Smith, 

Special Assistant to the Secretary 
in Charge of Tax Policy. 

[V. R. Doc. 56-4118: Plied, May 24. 1956; 

8:42 a. m.| 


TITLE 43—PUBLIC LANDS: 
INTERIOR 

Chapter I—Bureau of land Manage* 
ment. Department of the Interior 
Appendix-—Fwbilc Lend Orders 
I Public Land Order 1300) 
lUtah 010227, 010231] 

Utah 

modifying the KXECUTTVS order of APRIL 
4, 1922. WHICH CREATED PUBUC WATER 
RESERVE NO. 82 

By virtue of the authority vested In 
the President by section 1 of the act of 


June 25. 1910 (36 Stat. 847: 43 U. S. C. 
141), and pursuant to Executive Order 
No. 10355 of May 26. 1952, It is ordered 
as follows: 

The Executive order of April 4, 1922. 
establishing Public Water Reserve No. 82. 
is hereby modified to the extent necessary 
to permit disposal of the following-de¬ 
scribed lands under applicable public- 
land laws by a State exchange or a State 
selection: 

Salt Lake MEaxDiAir 

T. 17 8„ R. 21 

See. 16. SW^SWVi; 

8cc. 22, N^^NWV;: 
fkte. 27. SW^SEt^: 

Sec. 28. NRViNWV^: 

8ec. S3. 8K<4SW(4; 

Sec. 34. Wi^NWV^; 

Sec. 86. SWviNW^. 

T. 18 8., R. 21 K.. 

Sec. 1, lot 4: 

Sec. 2. R%3E%: 

Sec. 10. NKViSE^: 

8co. 11. 8WV«8WV4, 8WV;8C%; 

Sec. 14.NW^NKi^.SW(4NW*4.NWi;8Wi4; 
Sec. 15. KBUNB^. NEV^SW^j 
Sec, 17. 8BUN*^4; 

Sec. 20. SV4NEV4. SW54SW^; 

8eo. 22. 8WV;SB\4. 

The areas d^ribed aggregate 985.98 
acres. 

Wesley A. D*Ewart, 
Assistant Secretary of the Interior, 

May 21,1956. 

(F. R. Doc. 66-4104; Plied. May 34. 1256; 
8:46 a. ro.J 


TITLE 46—SHIPPING 

Chapter I—Coast Guard, Department 
of the Treasury 

Sobchoprer N—fxplotlvtt or Other Don9«fowt 
ArHcUt or SubttofKct ond CombeiHble LIqwldt 
ofi Beord Vetielt 

(OOPR 66>2IJ 

Part 146— ^Transportation or Stowage 
OF Explosives or Other Dangerous 
Articles or Substances and Com¬ 
bustible Liquids on Board Vessels 

miscellaneous storage requirements 

A noUce regarding proposed changes 
in the navIgaUon and vessel inspecUon 
regulations was published in the Federal 
Register dated March 1. 1956 (31 F. R. 
1350-1356), as Items I through XVI bn 
the Agenda to be considered by the Mer¬ 
chant Marine Council, and a public 
hearing was held on April 24, 1956. at 
Washington. D. C. This document U the 
first of a series of documents covering 
the regulations considered at this public 
hearing. Another document w^iU be pub¬ 
lished containing all the miscellaneous 
amendments regarding Dangerous Cargo 
Regulations in Item xm on the Agenda. 
After the public hearing held on April 
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24, 1956, written and oral requests were 
received peUtlonim: that the amend* 
ments concerning motor fuel antiknock 
compound, oakum, chromic acid, and 
chlorate and borate mixtures be placed 
In effect Immediately and prior to publi¬ 
cation of all the miscellaneous amend¬ 
ments contained in the Agenda* Since 
these changes were not commented on at 
the public hearing, and since these 
amendments will relax present stowage 
requirements, these changes shall be 
placed in effect immediately. 

The amendment to 46 CPR 146.25-200, 
Table H. will permit stowage of author¬ 
ized tank cars containing motor fuel 
antiknock compound **under deck away 
from heat*' In addition to the presently 
authorized stowage **on deck in open" 
and "on deck under cov er/' 

The amendment to 46 CPR 145.27-100 
Table K. will permit oakum to be shipped 
in ffberboard boxes in addition to pres¬ 
ently authorized bound bales and wooden 
boxes. _ 

The amendment to 46 CFR 146.22-100, 
Table E. will exempt chlorate and borate 
mixtures containing 25 percent or less 
chlorate and no other hazardous addi¬ 
tives from the regulations, as well as pro¬ 
vide for the use of mulU-waU paper bags 
(ICC-44C, 440), for shipment of chlorate 
mixtures containing more than 25 per¬ 
cent and less than 60 percent chlorate. 

By virtue of the authority vested in 
me as Commandant. United States Coast 
Guard, by Treasury Department Order 
No. 120, dated July 31, 1950 (15 P. R. 
6521), and Treasury Department Order 


RULES AND REGULATIONS 

167-14, dated November 26. 1954 (19 P. 
R 8026), to promulgate regulations in 
accordance with the statutes cited with 
the regulations below, the following 
amendments are prescribed and shall be¬ 
come effective on the date of publication 
of this document in the Fxobral Rxg- 
xstcr: 

STTBPAST—DCTAtLeO KECUU^TIONS COVKftN- 

INC INFLAMMABLE 8OU08 AND OXIDIZING 

MATERIALS 

Section 146.22-100 Table S^^-ClastiA- 
cation: InAammable solids and oxidizing 
materials is amended by revising the re¬ 
quirements regarding certain articles as 
follows: 

a. For "chlorate and borate mixtures" 
and "chlorate and magnesium chloride 
mixtures'* as follows: 

1. In column 1 the note is revised to 
read as follows: 

Note: Such mixtures containing 26 percent 
or less chlorate and no other hazardous ad¬ 
ditives are not subject to the regulations In 
this part. 

2. In column 4 under "mixtures con¬ 
taining more than 25 percent ctilorate 
but less than 50 percent may also be ac¬ 
cepted In:" add: 

**Mu)U-wall paper bags: (ICO-44C. 44D) 
not over 60 lb. x^t wt.** 

b. For. "chromic acid." "chromic an¬ 
hydride." and "chromium trioxide" as 
follows: 

1. In column 4 under "Stowage" add: 
"Tween decks readily accessible," 


SUBPART—DETAILED REGULATIONS GOVEllN- 
ZNG POISONOUS ARTICLES 

Section 146.25-200 Table B^-ClassiA- 
cation: Class B; Less dangerous poisons 
is amended by changing requirements 
for the article "motor fuel antiknock 
compound" as foUovrs: 

a. In column 4 change "tank cars 
(ICC-105A300, lOSASOOW) ** etc., to read 
as follows: "tank can (ICC-105A300, 
105A300W) stenciled on both sides *for 
motor fuel antiknock compound only.* 

In addition to stowages listed, authorized 
tan^ cars may be stowed 'under deck 
away from heat.' ** 

SUBPART—DETAILED REGULATIONS COVERK- 
XNG HAZARDOUS ARTICLES 

SecUon 146.27-100 Table JT—aoirf/J- 
caiion: Hazardous articles is amended 
by changing requirements for the artids 
"Oakum" "Twisted Jute packing (rope) 
(treated or untreated)" as follows: 

a. In columns 4, 5, 6. and 7, under 
"Outside containers." add; "Flbcrboard 
boxes," 

(R. 8. 4406. as amended. 4462. aa amandvd. 
and 4473. aa amaxided: 46 U. 8. C. $76.41G. ITS. 
Interpret or apply aao. $. 6S 8tat. 675; 50 
U. 8. C. 106: X. O. 10402, 17 P. R 9017. $ CPU, | 
1052 Supp.) 

Dated: May 18. 1956. 

(SKALl A.C.HICBMOND. 

Vice Admiral, U. S. Coast Guard, 
Commandant 

|F. R Doc. 86-4116; Filed. May 24, 1056; 
8:49 a. ZXL] 
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PROPOSED RULE MAKING 


DEPARTMENT OF AGRtCULTURE 

Agricultural Marketing Service 
[ 7 CFR Parts 927, 990 1 
fDocket Noi. AO-71-A^2. AO-2841 

Haxolikc or Milk in the Nrw York 
M imopoLiTAN Marketing Area and in 
Northern New Jersey 

ROnCE or HEARING ON FROPOSKD AMEND* 
KEKTS TO TENTATIVE MARKETING AGREE¬ 
MENT AND TO ORDER, AS AMENDED 

Pursuant to the provisions of the Agri¬ 
cultural Marketing Agreement Act of 
1W7, as amended i7 U. S. C. 601 ct scq.>. 
icd the applicable rules of practice and 
procedure, as amended, governing the 
lomulatlon of markcUng agreemente 
iDd marketing orders 17 CFR Part 900), 
notice is hereby given of a public hear- 
mi to be held at the Hotel Robert Treat. 
Newark. New Jersey, beginning on June 
IS. 1956, at 10:00 a. m., e. d. t., and also 
At the following times and places, begln- 
nins in each Instance at 10:00 a. m., 
e d. t: July 10. Alfred E. Smith SUte 
Office Building, Albany, New York; July 
U. Nelson House. Poughkeepsie, New 
York; July 17, Arlington Hotel. Blng- 
fcAmton. New York: July 19. Mark Twain 
Hotel, Eilmlra. New York: July 24. Utica 
Hotel, Utica, New York; July 26, Syra- 
cuie HoteU Syracuse. New York. 

Purpose of hearing and issue* involved. 
On Pebniary 23. 1956. following an ex¬ 
tensive investigation, the Secretary of 
Africultiue announced and published in 
the PtocRAL Register (21 P. R. 1418), 
his decision that a public hearing should 
be called on proposals for a separate new 
ffilUc marketing order for Northern New 
•Irttey. together with proix>sals to amend 
present provisions of the New York milk 
«arkctlng order (No. 27) designed to co¬ 
ordinate the two orders. It also was 
Announced by the Secretary of Agricul¬ 
ture on December 15.1955. and published 
in the Federal Register (20 P. R. 10167) 
thAl the proximity of Northern New Jer- 
^ to metropolitan New York, and the 
tact that there is to a considerable degree 
a common source of supply, make the 
Aarketing and prk . of milk in this 
closely interdependent. 

In accordance with these announcc- 
toents. this public hearing Is for the pur- 
PW of receiving evidence with respect 
^ the economic and marketing condl- 
relating to the handling of milk In 
a proposed Northern New Jersey milk 
marketing area, and with respect to Is- 
jjaoce of a marketing agreement and 
rcRulating the handling of milk In 
^ aald marketing area, and also for the 
^’^nxise of re<^elvlng evidence with rc- 
to the proposed amendments here- 
^fter set forth, or appropriate modifl- 
^wns thereof, to the tentative mar- 
wilng agreement and to the order, as 
■fended, regulating the handling of 
®^in the New York metropolitan milk 
“feting area (7 CFR Part 927 et scq.). 
purposes of this hearing, the said 
New Jersey milk marketing 
means all or a portion of the terri¬ 


tory within the New Jersey counties of 
Bergen. Essex. Hudson. Hunterdon, Mid¬ 
dlesex. Monmouth. Morris. Ocean. Pas¬ 
saic, Somerset, Sussex, Union, and War¬ 
ren. and the New York counties of 
Dutchess, Orange. Putnam, Rockland, 
Sullivan, and Ulster, 

Evidence will be received with respect 
to expansion of the present New York 
metropolitan milk marketing area to in¬ 
clude all or a portion of the additional 
territory In the State of New York within 
the counties of Albany. Rensselaer, 
Schenectady, Saratoga. Montgomery, 
Fulton. Oneida. Herkimer, Madison, 
Onondaga, Cayuga. Oswego. Tompkins, 
Chemung, Tioga, Broome, Sullivan. 
Ulster. Orange. Rockland. Putnam and 
Dutchess, and as to whether all or a part 
of the territory within the New York 
counties of Dutchess. Orange, Putnam. 
Rockland. Sullivan, and Ulster should be 
included within the New York marketing 
area or within the boundaries of a 
Northern New Jersey milk marketing 
area. 

Evidence will be received at the hear¬ 
ing with respect to the proposed terms 
and provisions hereinafter set forth, or 
appropriate modifications thereof, of a 
proposed marketing agreement and order 
for Northern New Jersey, including 
evidence as to whether (1) the handling 
of milk in the area proposed to be regu¬ 
lated Is in the current of interstate or 
foreign commerce or directly burdens, 
obstructs, or affects interstate or foreign 
commerce. (2) there is justifleation for 
issuance of a marketing agreement and 
order for the area proposed to be regu¬ 
lated. and (3) the terms and provisions 
of the proposed marketing agreement 
and order hereinafter set forth, or 
some other appropriate terms and pro¬ 
visions will best tend to effectuate the 
declared policy of the Agricultural Mar¬ 
keting Agreement Act. as amended. 

The proposals for a marketing agree¬ 
ment and order for Northern New Jersey 
and for amendment of the New York 
metropolitan milk marketing order here¬ 
inafter set forth have not received the 
approval of the Secretary of Agriculture. 

Proposals for a marketing agreement 
and order for Northern New Jersey and 
for amendment of the New York metro¬ 
politan milk marketing order are as 
follows: 

Provisions of a State and Federal milk 
marketing order regulaUng the handling 
of milk in the Northern New Jersey milk 
marketing area: pr<HK)sed by The Ck>v- 
emor*8 Milk Committee of New Jersey, 
United Milk Producers of New Jersey, 
and Eastern Milk Producers Cooperative 
Association. Inc.: 

DKFlNmOKS 

900.1 Act. 

990J Secretary of U.S.D. A. 

990.3 Statute. 

990.4 X>lrectar. 

990.5 Marketing area. 

990.6 Person. 

990.7 Producer, 

990a Handler. * 

990.9 Order milk plant. 


Sec. 

990 10 Non-order mUk plant. 

990.11 Market Admlntatrator. 

990.12 Producer handler. 

MARKKT AOUIHtaTRATOR 

990.20 Dcilgnatlon. 

990^11 Powem. 

99022 DuUea. 

CLAsamcATiON or miuc 

990.30 ClaJiaea of utilization, 

990.31 Tranafera of milk, 

99042 Allocation of mUk, 

MINIMUM nuccs 

990 40 Clam I price. 

990.41 Clam II price. 

990.42 Butterfat dtgerentlala. 

900.43 Zone price differentials. 

990.44 Application to uniform prices. 

990.45 Milk disposed of outalde the market¬ 

ing area. 

900.46 Base ratlnga. 

990.47 Location differenUala. 

REPORT OP riANOLRRa 

090.50 Periodic reports. 

99041 Reporu ol handlers who receive no 

milk from producers. 

99042 Reports as to producers. 

990.53 Reports of paymenu to producers. 
09044 Outside cream purchases, 

990.65 VeiillcRtion of reporU. 

09046 Retention of records. 

APPUCATION or PROVtStONS 

990.60 Handlsrs who receive no milk from 

producers. 

990.61 Compuutlon of the value of milk 

for each handler. 

000.62 Computation and announcement of 
uniform price for each handler. 

PATMKNTS FOR MILK 

990.70 Time and method of payment. 

990.71 Errors In payment. 

KXPRN8R or AOMINtSTRATtOK 

990.80 Payment by handlers. 

990.61 Deductions for members of an asso¬ 
ciation of producers, 

miscrllakkour raovtsfONR 

99090 Termination of obllgatlona. 

99091 Effective Ume. 

99092 Suspension or termination. 

99093 Continuing obllgatlona. 

990.94 Liquidation. 

990.95 EquUalent prices or Indices. 

99096 Agents. 

99097 Separability of provisions. 

990.98 Compensatory payments. 

Dtnnmotts 

S 990.1 Act, Act means Public Act 
No. 10. 73d Congress, as amended and as 
reenacted and amended by the Agricul¬ 
tural Marketing Agreement Act of 1937 
os amended. 

S 990.2 Secretary of U, S, D, A, Sec¬ 
retary of U. 8. D. A. means the Secretary 
of Agriculture of the United States or 
any officer or employee of the United 
States who Is. or who may hereafter be 
authorized to exercise the powers and 
perform the duties of the Secretary of 
Agricuiture. 

9 990.3 Statute. Statute means the 
Milk Control Act of the State of New 
Jersey Chapter 274.P.L. 1941 as amended 
by Chapter 447 P. L. 1948. 
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I 9&0.4 Director, IMrector of the Of- 
Hce of Milk Industry means the Director 
of the OCDce of Milk Industry of the 
State of New Jersey, or any officer or 
employee of the State of New Jersey 
who Is, or who may hereafter be, au¬ 
thorized to exercise the powers and to 
perform the duties of the office. 

{990 5 Marketing area. Northern 
New Jersey milk marketing area, here¬ 
inafter called, ‘"the marketing area/* 
means all of the tenitory within the 
boundaries of the New Jersey Counties 
of Bergen. Essex, Hudson. Hunterdon. 
Middlesex. Monmouth. Morris, Ocean. 
Passaic, Somerset. Sussex, Union and 
Warren. 

1990.6 Person, Person means any 
individual, partnership, corporation, as¬ 
sociation or any other business unit. 

{ 990.7 Producer, Producer means 
any person who operates a dairy farm 
from which milk is delivered to an order 
milk plant. 

I 990.8 Handler, Handler means any 
person who (a) operates or controls tlic 
operation of an order milk plant or 
plants, or (b) packages Class I milk for 
sale in the marketing area. 

§ 990,9 Order milk plant. Order milk 
plant means any plant not subject to 
another Federal Milk Order that meets 
the following requirements: 

(a) Permanejit — Permit. <1) The 
plant holds a permit from the New Jer¬ 
sey State Health Authority for the sale 
or distribuUon of Class I milk in New 
Jersey. 

<2) Designation of order plants. Any 
plant, which is qualified in accordance 
with subparagraph (1) of this paragraph 
may apply for designation as an order 
plant any time during the first 12 months 
of the order and thereafter during June 
or July of any year for designation on 
Uie following August 1. 

(3) Requirements for retaining pool 
plant designation. Any plant or plants 
operated as a unit shall meet the follow¬ 
ing percentages of total producer receipts 
as Class I sales in the marketing area. 

(ii During August, September, Octo¬ 
ber and November 60 percent of total 
receipts from producers: Provi€Ud. how- 
ever. That such percentage of total pro¬ 
ducer receipts as Class I sales in the mar¬ 
keting area shall be 50 percent or more 
in each of these months. 

<li) During December, January. Feb¬ 
ruary and March. 25 percent each month. 

(iUi During April. May and June, no 
Sx^rcentage shipment. 

tiv) During July, 85 percent, 

<b) Temporary, During any month a 
plant not subject to another Federal or¬ 
der and qualified under paragraph (a) 
ili of this section, which has shipped 05 
percent of its receipts from producers to 
tlie marketing area for sale or distribu¬ 
tion as fiuid milk, shall be an order plant 
for that month. 

(c) Cancellation. Any **order milk 
plant" Shan have its status as a perma* 
nent order milk plant cancelled if it fails 
to meet the basic requirements of this 
section and the designation of any plant 
may be cancelled upon application of the 
handlers but such plants siiaU be eligible 


to apply for redeslgnatlon as an order 
plant during the second succeeding 
months of June or July to become effec¬ 
tive on August 1, foUoa'ing siKh appli¬ 
cation. 

(990.10 Non order milk plant, Ca) 
Any plant not meeting the requirements 
for order plants as set forth in { 990.9 
shall be a "non order plant/' 

(b) A plant under the provisions of 
another Federal Milk Order shall be a 
"non order plant": Provided, however. 
That receipts of milk from such plants 
shall be subject to the provisions of 
$ 990.80. 

(990.11 Market Administrator, The 
term "Market Administrator" means the 
person designated pursuant to f 990,20 as 
the agency for the administration of this 
order. 

( 990.12 Producer handler. Producer 
handler means any person who operates 
a dairy farm and a plant from which 
Class I milk is .distributed in the market¬ 
ing area not in excess of 1,000 pounds of 
milk per day. 

MASiCrr ADMIKXSTSATOa 

S 990/10 Designation, The Secretary 
and the Director shall utilize one and 
the same agency for the administration 
of the Joint and complementary orders 
which shall be a Market Administrator 
who is approved and designated as such 
by both the Secretary and the Director. 

1990.21 Powers. The Market Ad¬ 
ministrator of this part shall have power: 

(a) To administer its terms and pro¬ 
visions. 

<b) To receive, investigate, and report 
to the Secretary and the Director com¬ 
plaints of violations. 

fc) To make rules and regulations to 
effectuate its terms and provisions. 

(d) To recommend amendments to 
the Secretary and the Director. 

(990,22 Duties. The Market Ad¬ 
ministrator shall: 

(a) Keep such books and records as 
will clearly reflect the transactions pro¬ 
vided for in this part and shall surrender 
the same to his successor or to such other 
person as the Secretary and Director may 
designate; 

<b) Submit his books and records to 
examination by the Secretary and the 
Director ot all times. 

(c) Furnish such information and 
verified reports as Uie Secretary and the 
Director may request; 

(d) Within 45 days following the date 
upon w^hich he enters upon his duties, 
execute and deliver to the Secretary 
and the I^rector copies of a bond, con¬ 
ditioned upon the faithful performance 
of his duties in an amoimt and with 
surety thereon satisfactory to the Sec¬ 
retary and Director; 

(e) Publicly disclose to handlers and 
to producers, unless otherwise directed 
by the Secretary and the Director, the 
name of any person who. within 15 days 
after the date upon which he is required 
to perform such acts, has not (1) made 
reports pursuant to (( 990.50. 990.51 and 
990.53 or (2).made payments pursuant 
to ((980.70 and 990.71; 


(f) Prepare and disseminate for the 
benefit of producers, consumers aimI 
handlers such statistics and infomiAtloa 
concerning the operation of the order m 
do not reveal confidential information; 

(g> Employ and fix the compemation 
of such persons as may be necessary to 
enable him to administer the terms and 
provisions of this part; 

(h) Obtain a bond with reasonable 
surety thereon covering each employee 
who handles funds entnisted to the Mar* 
ket Administrator; 

(I) Pay, out of the ftmds provided by 
( 990.80, (1) the cost of his bond and of 
the bonds of such of his employees us 
handle funds entrusted to the Market 
Administrator, (3) hU own compenia- 
tJon, (3) all other expenses which will 
necessarily be incurred by him for the 
maintenance and functioning of his of¬ 
fice and the performance of his duties; 

(J) Promptly verify the Information 
contained in the reports submitted by 
handlers. 


CtASSinCATXOK OP MILK 


( 990.30 Classes of uUlitation. Sub¬ 
ject to ( 990.31, all milk and milk prod¬ 
ucts received by a handler shall be 
classified as Class I or Class II. 

(a) Class I milk shaU be (1) all that 
milk purchased, received or handled 
which is marketed as fluid milk, concen¬ 
trated or other form of fluid milk, flav¬ 
ored milk, buttermilk, skim milk ot 
flavored skim milk drink and (2) all fluid 
milk, the utilization of which is not es¬ 
tablished. 

<b) Cla.ss n milk shall be. (1) aH milk 
disposed of in products other than those 
included in paragraph <al of this section, 
and (2) all milk accounted for as actual 
plant shrinkage but not to exceed two 
percent of the total pounds of milk, 
milk and cream received by a hanolar 
at all of his order milk plants. 


(990 31 Transfers of mOk. MOk 
transferred from an order plant to an¬ 
other plant shall be classified at the plsnl 
where It was received from producera 
(a) Milk which is designated for dis¬ 
position as Class II milk may be trans¬ 
ferred from an order plant to anoUjer 
plant or from another plant to an orm 
plant and be classified ns Class H mu*- 


if: 

<1) The transaction Is carried out 
under a written agreement between tw 
operator of tlic shipping plant and me 
operator of the receiving plant. 

(2) Prior to the transfers of such mill 

the written agreement, referred m w 
subparagraph (1) of this parograpn 

husmn thC MOTkCl AO* 


minlstrator. . ^ 

(3) The receiving plant has uw ^ 
Class II products a quantity of nii 
equivalent to the milk received from me 
other plant under such agrecmcni. 

(b) MUk transferred from a 

plant, not subject to Federal Ordert jV 
27 or No. 61. to an order plant, whw 
volume so transferred is not in exc» 
the total quantity of Class n ^ 
died at the receiving order plant, shou a** 
any event be Class n milk. . 

(c) Milk transferred from an 
plant to a non-order plant not sUdJK 
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triMuctlon Is not carried out under the 
ifreement described In paragraph (a) 

this section, shall be Class I milk up 
to the full Quantity of Class 1 milk used 
St the non-order plant. 

Milk transferred from an order 
jdint to a plant subject to Federal Order 
Ko. 27 shall be classified In ^ordance 
rilh lU classification by the Market Ad¬ 
ministrator of Order No. 27: Provided, 
however. That such transfers which have 
been moved into the marketing area of 
Order No. 27, and upon which milk, 
compcruuitory payment has been made 
a prescribed in Order 27. then such 
transfers In the computation of the 
handlers uniform price shall be classified 
as Class IT milk. 

fc) Milk transferred from an order 
plant to a plant subject to Federal Order 
So. 61 shall be classified in accordance 
with Its classification by the Administra¬ 
tor of Order No. 61. 

1990.32 AUocatiou o/ milk. For the 
purpose of computing the milk received 
from producers in computing the uni¬ 
form prices, there shall be deducted 
from the handlers total disposition of 
Clasi I milk, the milk received from 
other order plants that has been classi¬ 
fied as Class I at the plant where it was 
received from producers; and milk re¬ 
ceived from non-order plants that has 
been classified as Class I and to the re¬ 
mainder there shall be added all milk the 
utilization of which is not established 
tad there shall be deducted from the 
handlers total disposition of Class II. 
all milk not classified as Class I w^hich 
has been received from other plants or 
from non-producer sources. 

MINIMUM PRICCS 

1990.40 Class f price. The admln- 
^rator shall determine a basic Class I 
price computed under Order 27 without 
the seasonal adjustment and add to such 
bade Class I price $.08 to adjust to a 
27 percent butterfat content and $.58 
the tone price differential of this order 
in the marketing area or within 50 miles 
from the City Hall in Newark. New Jer- 
The Class I price for each month 
diall be on a quarterly basis as shown in 
tbe foUow^ing tabic: 



^ »o on at the same rate. 


I WO 41 cias9 11 milk. The price for 
II milk shall be the New York 
27 price for Class in milk adjusted 


to 3.7 percent butterfat content and plus 
the six cents zone diCTerenUal to Uie mar¬ 
keting area. 

I 990.42 Butterfat differentials. The 
price for Class I and Class II milk shall 
be subject to a butterfat dlfierential for 
each one-tenth of one percent variation 
above or below 3.7 percent, computed as 
follows: From the Class n price subtract 
the value of skim as provided under the 
Class ni formula Order 27 and divide by 
37 to the nearest full cent. 

S 990.43 Zone price differentials. There 
shall be deduct^ from the Class I price 
set forth in i 990.40 and from the prices 
for Cla5jj n milk set forth in 4 990.41 zone 
price dllTerenUals as described in the 
following table. 
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The distance from market shall be the 
shortest distance on highways over which 
the Highway Department of the several 
states permit milk tank trucks to move, 
or if no such distance Is recognized the 
distance shall be that ascertained and 
announced by the Market Administrator. 
These distances shall be from the han¬ 
dler’s plant where the milk is received 
from producers to the City Hall In New¬ 
ark. 

S 990.44 Application to uniform 
prices. There should be deducted from 
paimients to producers delivering milk to 
a plant located in a mileage zone set 
forth in 4 990.43 differentials for base 
milk those shown In column 1 and for 
excess milk equal to those shown In col¬ 
umn 2. 

4 990.45 Milk disposed of outside the 
marketing area. The class prices to be 
paid by handlers for milk disposed of 
outside the marketing area shall be the 
same as for milk sold in the marketing 
area. 

§990.46 Base ratings^(n) Determi- 
nation of bases. <l> Dally producer 
bases to be effective In each month under 
the order until February 1 after the order 
has been effective during an entire Au- 
gust-November period shall be calculated 
each month by multiplying each produc¬ 
er’s average dally deliveries in that 
month by 120 percent of the handler’s 


percentage utilization In Class I: Pro- 
vided. That in no event shall any pro¬ 
ducer’s base exceed average daily deliv¬ 
eries in that month, and that in making 
the calculations the percentage utiliza¬ 
tion shall be used to one decimal ix)lnt 
<c. g.. 68.6*7^.), and each producer’s base 
shall bo calculated to the nearest full 
pound. 

(2> Daily producer bases to be effec¬ 
tive In each month beginning February 
1 following an entire August-November 
period during which the order has been 
effective .shall be calculated for the first 
12 months of their use by dividing deliv¬ 
eries at pool plants by each producer in 
August. September, October, and Novem¬ 
ber by 122. to the nearest full pound. 
In each succeeding year, bases shall be 
calculated by adding one-third of each 
producer’s former base to two-thirds of a 
newly calculated base determined by 
each producer's deliveries at pool plants 
in the immediately preceding August- 
November period divided by 123. 

(b) Provision for new producers and 
hardship cases. A new producer shall 
receive an excess price for milk deliveries 
in his first two months under the order. 
Except for this, each producer shall have 
a minimum base in each month, not¬ 
withstanding the other provisions of the 
order, of the following percentages of his 
deliveries: 


January 

40 

July. 

35 

February _ 

35 

August_... 

45 

March 

SO 

n^pt4>mhrr _ 

45 

April ___ 

30 

October 

45 

May__ 

25 

November ..... 

45 

Juno --- 

25 

December ...... 

40 


(c) Ownership and transfer of bases. 
< 1) A base shall be neld in the name of 
the producer and may be transferred only 
at his option. 

(2) The milk to which the transferred 
base shall apply must be produced on 
the same farm from which such base was 
earned, and the transferor must notify 
the Market Administrator in writing on 
or before the last day of the month that 
such base Is to be transferred indicating 
the name of the transferee, the amount 
of base transferred, the effective date 
of the transfer, and In the event of a 
producer’s death his base may be so 
transferred upon written notice to the 
Market Administrator from any mem¬ 
ber of the producer’s immediate family. 

<d) Notification to producers and han* 
dlers. (1) On or before February 1 of 
each year follow^ing an August-November 
period under the order, the Market Ad¬ 
ministrator shall notify each producer of 
his base, and shall notify each handler 
of the base of each of the producers de¬ 
livering to the handler’s plant or plants. 

(e) Applicability of bases in paying 
producers. (I) If in any month the per¬ 
cent utilization in Class I equals or ex¬ 
ceeds 90.0 for all milk under the order, 
the use of base and excess prices shall be 
suspended for that month. 

(2) In all other months, payments for 
base and excess milk shall be as pre¬ 
scribed In I 990.62. 

S 990,47 Location differentials. tx>ca- 
tlon differentials in addition to the blend 
price for base milk shall be paid to pro¬ 
ducers delivering to individual handlers 
plants. The rate of payment shall be on 
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base milk only and shall be adjusted to 
the percentages that Class I sales of each 
handler arc of his total receipts from 
producers and by tlic aonc dilTerential 
applicable to the plant where the milk ^ 
Is delivered according to the accompany¬ 
ing table. Provided, however. That the 
gone location difTerential for milk de¬ 
livered in bulk tank pick-ups shall be the 
center of the bulk pick-up route as dc- 
teimined by the administrator. 

(a) Basic rate* The basic location 
difTerential rate shall be 25 percent of 
the dllferencc between the Class I and 
the Class n prices at the 0-50 mile gone. 

<b) The basic rate shall be adjusted for 
the producers delivering to each handler 
at all of his plants by multiplying by 
the percentage that net Class I sales are 
of the toUl receipts of milk from pro¬ 
ducers. 

(c) The net location differential shall 
be adjusted to zones as shown in the fol¬ 
lowing schedule: On can deliveries paid 
on basis of plant location for bulk tank 
deliveries the location differentials to be 
paid on central point of the pick-up area. 


Loc«U^n diffprrntbl rliftanM fh)in 
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tioo, ifuiL. bof reorrviiilocw m to the mnl Ibr Wwtioo 
dlffcrvmluUft to Iw poUl to mmity proditoen Mirvlnt 
Uiat thif biiwi raUnt plut, rptTbrd inuntportnUon «n4 th« 
otbrr pTOvUlnn of iho nrapnoMl orSfir could »dcqunt«ly 
protMl Ihe IntorcfU oi Umm oewrty pruducen. 

KCPOXT or HANDLERS 

( 990.50 Periodic reports. On or be¬ 
fore the 8th day after the end of each 
month each handler shall report to the 
market administrator, in the detail and 
on forms prescribed by the market ad¬ 
ministrator. as follows: 

(a) The receipts at each plant from 
producers who arc not handlers; 

cb) The receipts at each plant from 
any other handler. Including any han¬ 
dler who is also a producer; 

tc) The quantity. If any, produced by 
such handlers; 

<d> The receipts at each plant from 
any other source, including receipts 
from a plant subject to another Federal 
order; 

(e) The respective quantities of milk 
and milk products disposed of on hand 
at each plant, with the butterfat content 
thereof, and 

<f> Tlie shipment of milk from each 
plant. 

( 990.51 Reports of handlers who re¬ 
ceived no milk from producers. Han¬ 
dlers who receive no milk from producers 
shall make reports to the market admin¬ 
istrator at such time and in such manner 
as the market administrator may 
require. 

1 990.52 Reports as to producers. 
Each handler shall report to the market 
administrator; 


ra> Within 10 days after the market 
administrator's request, with respect to 
any producer for whom such informa¬ 
tion is not in the files of the market ad¬ 
ministrator, and with respect to a period 
or periods of time designated by the 
market administrator, < I) the name and 
address. (2) the total pounds of milk re¬ 
ceived. (3) the average butterfat test of 
milk received, and <4) the number of 
d^s upon which milk was received; and 

(b) within 10 days after first receiving 
milk from any producer, <l) the name 
and address of such producer. t2) the 
date upon which such milk was first re¬ 
ceived and (3) the plant at which such 
milk was received. 

S 990.53 Reports of pajments to pro- 
ducers. Each handler shall submit to the 
market administrator on or before the 
25th day after the end of each month his 
producer payroll for such month which 
shall show for each producer (a) the net 
amount of such producer's payment with 
the prices, deductions, and charges In¬ 
volved. and (b) the total delivery of milk 
with the average butterfat test thereof. 

(990.54 Outside cream receipts. 
Each handler shall report as requested 
by the market administrator his receipts, 
if any, of sw’eet and sour cream, showing 
the quantity and source of each such re¬ 
ceipt and the cost thereof f. o. b. market¬ 
ing area. 

I 990.55 Verification of reports. Each 
handler shall permit the market admin¬ 
istrator or his agent, or such other person 
as the secretary and director may desig¬ 
nate. during the usual hours of business, 
to <a) verify the Information contained 
in reports submitted in accordance with 
this section. 

S 990.56 Retention of records, AH 
books and records required under this 
part to be made available to the market 
administrator shall be retained by the 
handler for a period of three years to be¬ 
gin at the end of the calendar month to 
which such books and records pertain: 
Provided, That, if w’lihin such three year 
period, the market administrator notifies 
the handler in writing that longer reten¬ 
tion of such books and records, or of 
specified books and records, is necessary 
in connection with a proceeding under 
section 8c (15) (a) of the act or a court 
action specified in such poUce, the 
handler shall retain such books and 
records, or specified books and records, 
until further written notification from 
the market administrator. In either case 
the market administrator shall give fur¬ 
ther written notification to the handler 
promptly upon the termination of the 
litigation or w*hcn the records are no 
longer necessary in connection there¬ 
with. 

APPLICATION or PROVISIONS 

( 990.60 Handlers who receive no mUk 
from producers. The provisions of this 
port, except those set forth In IS 990.50 
through 990.56 and 990.30 shall not apply 
to a producer-handler who receives no 
milk from producers nor to handler 
whose sole source of milk supply consists 
of receipts from other handlers. A pro¬ 
ducer handler shall account to the pool 
at the Class I price for any milk pur¬ 
chased from producers. 


I 990.61 Computation of the value of 
milk for each handier. For each month 
the market administrator shall compute, 
subject to the provisions of I 990.60 the 
value of milk of producers disposed of by 
each handler, by (a) multiplying the 
hundredweight of such milk in each clsss, 
computed pursuant to II 990.30 ihrotnh 
990.32 by the price applicable pursosnt 
to II 990.40 through 990.45. and (b) add¬ 
ing together the resulting values. 

I 990.62 Computation and announce* 
ment of price for base and exces$ milk. 
The market administrator shall compute 
and announce for each handler the uni¬ 
form price per hundredweight of base 
milk received by him at each plant from 
producers during each month In the fol¬ 
lowing manner: 

Using the computation made in 
1990.61: 

(a) From the total receipts of milk 
from producers deduct the quontity thtt 
was excess milk up to but not more than 
the total quantity of Class II milk, and 
from the total of the resulting vahue 
deduct the value of the excess milk used 
above at the Class n price, and compute 
a preliminary uniform base price. If the 
total Class I sales are greater than in 
amount than the total delivered bases the 
amount and the value of such over base 
Class I milk shall be included in the com¬ 
putation of the price for excess milk 

<b) Pursuant to the provisions w 
§ 990.47 compute the appropriate loci- 
tlon differential rates and the totals pay¬ 
able to producers at all plants. Divide 
this total by the total quantity of de¬ 
livered bases and subtract the resultant 
quotient from the preliminary unifonn 
base price determined In poragri^ 
(a) of this section. The result shall be 
the uniform base price. 

(c) Adjust such uniform base 
the applicable differentials: provia^ 
however. That the location differcnual 
rate in each case shall not result In » 
final base price at any plant grcat4!!r thin 
the Zone Class I price at that plant. MI 
such surplus that may result from th» 
rule shall be added to the total vslos 
of excess milk. 

<d) TK^ price for excess milk dmH w 
computed by adding: 

(1) The amount and value at the Cia» 

n price of excess milk not greater w 
volume than the total of Class II 

(2) The amount and value at the 

I price of any over base milk that » 
greater in volume than the total oi 
Class n milk. .. 

C3> Add any sums that may resm* 
from the location differential 
Uons where the base price at any 
must be limited to the Class I 

<4) Divide the sum of the above vdJj^ 

by the total amounts of excess mw. 
The result shall be the blend or unliorm 
price for excess milk. ^ 

(e) On or before the 15th day after^ 
end of each month, notify each 
and publicly announce the unlfora 
for base milk and for excess milk 
puted for each plant pursuant to m 
section. 

PAYMENTS FOR MH K 

I 990.70 Time and method of 
ment —(a) Semimonthly payment* ^ 
or before the 6th day after the ena 
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ttch month each handler shall make an 
idvsncc payment for the approximate 
lalue of milk received durixxg the first 
IS days of the month. 

(b) Fiml paymaiU On or before the 
30th day after the end of each month 
esch handler shall make full pajrment. 
fu^ect to butterfat. location and tone 
pito receipt differentials, to each pro¬ 
ducer for the total value of milk received 
trom such producer durlna such month. 
It Dot less than the base price per hun¬ 
dredweight for base milk and at not less 
thin the excess price for excess milk 
liter taking credit for payment made 
pursuant to paragraph (a) of this sec¬ 
tion. 

i 000.71 Errors in payment. Errors in 
Bttking pa 3 rment for milk shall be cor¬ 
rected not later than the date for making 
psyments next following the determina¬ 
tion of such errors. 

eXPEHSE OP ADlOKlSTBATXOIff 

1990.80 Payment by handlers. As his 
pro rata share of the expense of the ad- 
nlnistration of this pan. each handler 
on or before the 20th day after the end 
of fsch month shall pay to the market 
•dminlstrator. wlth^ respect to all milk 
iccehred by such hiuidler directly from 
producers, and all milk received from 
non-order milk plants including plants 
•ttbifct to another Federal order which 
k allocated to Class I under S 990.32 an 
•mount not exceeding three cents per 
Inmdredweight, the exact amount to be 
dMermined by the market administrator 
•oWeet to review by the secretary and 
tfrcctor. 

1990.81 Deductions for members of 
w association of producers. In the case 
of producers who are members of an cs- 
wWied association of producers each 
wndler shall make such deductions frmn 
Poyinents made pursuant to fi 990.70 as 
® 4 y be authorised by such producers and 
W. on or before the 25th day after the 
M of each month, such deductions to 
Wff assodaUon together with a detailed 
■m^ent of the amount deducted from 
*9ch producer. 

HIScnXANEODS PBOVlSIOIfS 

1990.90 Termination of obligations. 
Jat provisions of this section shall apply 
JO iny obligation under this port for this 
JUJpcnl of money Irrespective of when 
wm obligation arose. The obligation ot 
■^handler to pay money required to be 
under the terms ot this part shall. 

as provided in paragraph (c) (2) 
<3) of this section, terminate two 
wjrt after the last day of the calendar 
during which the market admln- 
receives the handler's utilization 
on the milk involved in such obll- 
unless within such two year 
the market administrator notifies 
j^bandlcr in writing that such money 
pasrable. Service of such no- 
wall be complete tipon mailing to 
^ nandlerli last known addr^. and it 
^taln. but need not be limited to 
following information* 

The amoimt of obligation; 
f«nS month(8) during which the 
^‘ith respect to which the obliga- 
exists, was received or handled, and 

'O (1) IX the obligation is payable 
Ko. 102—a 


to one or more producers or to an asso¬ 
ciation of producers, the nxune of such 
producer (8) or association of producers, 
or if the obligation is payable to the mar¬ 
ket administrator, the account for which 
it is to be paid; 

<2) If a handler falls or refuses, with 
respect to any obligation under this 
order, to make available to the market 
administrator or his representative <s) 
all books and records required by this 
part to be made available, the market 
administrator may. within the two year 
period provided for in subparagraph <i) 
of tills paragraph, notify the handler in 
writing of such failure or refusal. If the 
market administrator so notifies a han¬ 
dler, the said two year period with re¬ 
spect to such obligation shall not begin 
to run until the first day of the calendar 
month following the month during which 
ail such books and records pertaining to 
such obligations are made available to 
the market administrator or his repre- 
sentathrefs). 

(3) Notwithstanding the provisions of 
subparagraph (1) and (2) of this para¬ 
graph, a handler's obligation under this 
part to pay money shall not be termi¬ 
nated with respect to any transaction 
involving fraud or willful concealment of 
a fact, materia] to the obligation, on the 
part of the handler against whom the 
obligation is sought to be Imposed. 

<4) Any obligation on the part of the 
market administrator to pay handler any 
money which such handler claims to be 
due him under the terms of this part 
shall terminate two years after the end of 
the calendar month during which the 
milk involved in the claim was received 
if an underpayment is claimed, or two 
3 rcar 8 after the end of the calendar month 
during which the payment (including 
deduction or set-off by the market ad¬ 
ministrator) was made by the handler 
If a refund on such payment is claimed, 
unless such handler, within the appli¬ 
cable period of time, files, pursiiant to 
section 8C (15) (a) of the act. a petition 
claiming such money. 

f 990.91 Effectijje time. The provi¬ 
sions of this part or any amendment 
thereto shall become effective at such 
time as the secretary may declare and 
shall continue in force until suspended 
or terminated pursuant to I 990.92. 

f 990.92 Suspension or termiTiation. 
The secretary may suspend or terminate 
this port or any provision hereof when¬ 
ever be finds this part or any provision 
hereof obstructs or does not tend to ef¬ 
fectuate the declared policy of the act. 
This part shall terminate in any event 
whenever the provisions of the act au¬ 
thorizing it cease to be in effect. 

9 990.93 Confinuinp obligaiions. If. 
upon the siispcnsion or termination of 
any or all provisions of this part, there 
are any obligations thereunder the final 
accrual or ascertainment of which re¬ 
quires further acts by any person (in¬ 
cluding the market administrator), such 
further acts shall be performed notwith¬ 
standing such suspension or termination. 

f 990.94 Lkjuidailon. Upon the sus¬ 
pension or termination of the provisions 
of this part, except this section, the mar¬ 
ket administrator, or such other liqui¬ 


dating agent as the secretary may desig¬ 
nate, shall, if so directed by the secretary, 
liquidate the business of the market 
administrator's office, dispose of all prop¬ 
erty in his possession or control, includ¬ 
ing accounts receivable, and execute and 
deliver ail assignments or other instru¬ 
ments necessary or appropriate to 
effectuate any such disji^tlon. If a 
liquidating agent is so designated, an 
assets, books and records of the market 
administrator shall be transferred 
promptly to such liquidating agent. If. 
upon such liquidation, the funds on hand 
exceed the amounts required to pay out¬ 
standing obligations of the office of the 
market administrator and to pay neces¬ 
sary expenses of liquidation and distri¬ 
bution, such excess shall be distributed 
to contributing handlers and producers 
in an equitable manner. 

S 990.95 Equivalent prices or indices. 
It tor any reason a price or index speci¬ 
fied by this part for use in computing 
class prices or other purposes Is not 
reported or published in the manner 
described in this part, the market ad¬ 
ministrator shall use a price or index 
determined by the secretaries to bo 
equivalent or comparable with the factor 
which is specified. 

f 990.96 Agents. The secretary and 
director may each by designation in writ¬ 
ing, name any officer or employee of the 
State of New Jersey or the United States 
or name any bureau or division of the 
New Jersey Department of Agriculture or 
the United States Department of Agri¬ 
culture to act as their agcnt(s)' or repre- 
8cntative(s) in connection with any of 
the provisions hereof* 

9 990.97 Separability of provisions. If 
any provisions of this part, or its appli¬ 
cation to any person or circumstances, is 
held invalid, the application of such pro¬ 
vision and of the remaining provisions of 
this part, to other persons or circum¬ 
stances shall not be affected thereby. 

9 990.98 Compensatory payments. 
(a) Class I sales from plants which are 
subject to another Federal order shall 
be subject to payments into the North 
Jersey pool of the difference between the 
North Jersey Glass I and the other order 
Class I price if lower. Class I sales from 
plants not subject to another Federal or¬ 
der, on route sales up to 25 percent of 
the receipts of milk at such plant shall 
be subject to payments into the North 
Jersey pool at a rate on Class I sales 
calculated by determining a utilization 
price at North Jersey class prices for the 
plant times milk received at the plant 
less actual payments to patrons divided 
by the volume of Class I sales in the 
marketing area, or the difference be¬ 
tween the New Jersey Class I and Class 
n prices, whichever is lower. 

(b) Class I sales from plants not pool 
plants under another Federal order, on 
sales in excess of 25 percent of the pro¬ 
ducer receipts at the plant shall be 
subiect to payments Into the Now Jersey 
pool the difference between the North 
Jersey Class I and Class n prices. 

Prop(»ed amendments to Order No. 
27; proposed by The Governor's Milk 
Ck>mmittec of New Jersey. United Milk 
Producers of New Jersey and Eastern 
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PROPOSED RULE MAKING 


Milk Producers Cooperative Association, 
Inc.: 

rOOL REQXnBKMTKTS FOR PLAKTS ANO 

pxoouczas 

A. Delete 91 927.20 through 927.27. 

B. Insert as 9 927.20 the following: 

I 927.20 Temporary pool plants. For 
any month a plant from which during 
such month Class I-A milk, either di¬ 
rectly or through other plants, is sold or 
distributed in or shipped to the market¬ 
ing area, which quantity of milk during 
the month of July through March, is 
equal to more than 25 percent of the milk 
received directly from dairy farmers, or 
during the months of April through June 
is equal to more than 10 percent of the 
milk received directly from dairy farm¬ 
ers. shall be designated a pool plant: 
Provided. That for the months of April, 
May. or June no plant at which milk was 
received from dairy farmers during the 
preceding months of July, August. Sep¬ 
tember, October, November or December 
shall be a pool plant on this basis, unless 
at least 60 percent of such milk was 
classified in each month in Class I-A. and 
either directly, or through other plants, 
was sold or distributed in or shipped to 
the marketing area in the form of milk: 
Provided further. That no plant shall be 
a pool plant on this basis unless the per¬ 
son operating such plant has kept such 
control over the sanitary conditions un¬ 
der which milk received at the plant is 
produced and handled, that the plant 
can meet the reqtUrements of a source 
of milk for the marketing area: Provided 
further. That approval by a health au¬ 
thority of the plant as a source of milk 
for the marketing area shall constitute 
sufficient evidence that this requirement 
is being met even though such approval 
is restricted to prohibit shipment to the 
marketing area of milk for specified pe¬ 
riods during which permission is given 
by such health authority for receiving 
unapproved milk or skim milk at the 
plant or for shipment of approved skim 
milk from such plant. 

C. Add a new 9 927.21, as follows: 

9 927.21 Regular pool plants —(a) 
Carryover designation. Any plant for 
which the report of milk received from 
^ dairy farmers was used in the computa¬ 
tion of the uniform price for November 
1951 and for July 1956 is hereby desig¬ 
nated as a pool plant until such designa¬ 
tion Is cancelled pursuant to 9 927.22. 

(b) Submission of application. Any 
person who operates a plant which is lo¬ 
cated in New York State, Vermont, Mas¬ 
sachusetts. Connecticut, New Jersey or 
Pennsylvania, and which is either ap¬ 
proved as a source of milk by a health au¬ 
thority in the marketing area at the time 
of application and under the sanitary 
supervision of such authority may apply 
to the Secretary prior to August 1 of any 
year to have such plant designated as a 
pool: Provided, That if 50 percent or 
more of the dairy farmers delivering milk 
at such plant deliver such milk for the 
account of a cooperative association 
which does not operate the plant but for 
which milk such association receives pay- 
mei\t. an application must be made by 
such cooperative association as well as by 


the person operating the plant. Appli¬ 
cations shall be addressed to the Secre¬ 
tary and filed at the office of the Market 
Administrator. 

(e) Designation upon application. 
Any plant for which an application has 
been made pursuant to paragraph (b) 
of this section shall be designate as a 
pool plant upon the determination that 
the requirements of paragraph (e> of 
this section are being met. Such desig¬ 
nation shall be effective as of the first of 
the month following the date of such de¬ 
termination. If, based upon the infor¬ 
mation contained in the application 
filed pursuant to paragraph (b> of this 
section, the Secretary determines that 
the requirements of paragraph (e) of 
this section are not being met. the ap¬ 
plicant or applicants shall be so notified. 
Within 15 days after receipt of such 
notice, the applicant or applicants may 
submit additional information and re¬ 
quest further consideration. Prior to 
the Issuance of the determination of the 
Secretary, an application may be with¬ 
drawn by written request of the appli¬ 
cant or applicants. 

(d) Computation of plant uniform 
price. The market administrator shall, 
for the purpose of carrying out the pro¬ 
visions of this section, compute for each 
plant submitting an application pursuant 
to paragraph <b) of this section an aver¬ 
age uniform price for such plant for the 
appropriate 12-month period in the fol¬ 
lowing manner: 

(1) Compute for each month, pursu¬ 
ant to 9 927.60, the net pool obligation of 
siich plant: 

(2) Subtract an appropriate propor¬ 
tional share of the total of payments re¬ 
quired to be made for such month by 
9 927.76: 

(3) Add an appropriate proportional 
share of the total of payments required 
to be made for'such month pursuant to 
91 927.78 and 927.79; 

(4) Add an appropriate proportional 
share of the unreserved cash in the pro¬ 
ducer settlement fund: 

<5) Subtract per himdredweight of 
milk the amount arrived at in 9 927.61 (e) 
for all milk received at such plant: 

(6) Subtract the Class I-C milk at 
such plant from total milk received from 
producers at such plant; 

(7) Divide the result obtained in sub- 
paragraph (5) of this paragraph by the 
result obtained in subparagraph (6) of 
this paragraph; and 

(8) Compute, for the appropriate 12- 
month period referred to in paragraph 
(e) of this section, an average of the 
monthly results obtained pursuant to the 
preceding subparagraph. 

(e) Requirements. In order to qualify 
as a pool plant under this section, the 
plant shall meet one of the following re¬ 
quirements: Provided. That no plant 
shall be a pool plant on this basis unless 
the person operating such plant has kept 
such control over the sanitary conditions 
under which milk received at the plant is 
produced and handled, that the plant 
can meet the requirements of a source 
of milk for the marketing area: Pro- 
vided further. That approval by a health 
authority of the plant as source of milk 
for the marketing area shall constitute 


sufficient evidence that this requirement 
is being met even though such approval is 
restricted to prohibit shipment to the 
marketing area of milk for specified pe¬ 
riods during which permission is given ty 
such health authority for receiving un¬ 
approved milk or skim milk at the plant 
or for shipment of approved skim milk 
from such plant. 

Cl) The report of milk received from 
dairy farmers at such plant shaU have 
been used in the computation of the uni¬ 
form price for July 1956: Provided. That 
the average uniform pMce computed 
pursuant to paragraph (d) of this sec¬ 
tion for such plant for the 13-month 
period ending July 31, 1956, shall have 
been higher than the average of the uni¬ 
form prices computed pursuant to 
9 927.61 for the same period, or 

(2) The report of milk received from 
dairy farmers shall have been used in 
the computation of the uniform price 
for July 1956: Provided, That the quali¬ 
fication of any plant qualifylnt; under 
this subparagraph shall terminate on 
July 31,1957, unless the average uniform 
price computed pursuant to paragraph 
<d) of this section for the 12-monUi 
peHod ending July Jl. 1957. shall have 
been higher than the average of the uni¬ 
form prices computed pursuant to 
§ 927.61 for the same period. The quali¬ 
fication of any such plant shall ter¬ 
minate on July 31, of any subsequent 
12 -month period unless the average uni¬ 
form price for such plant for such 13- 
month period shall have been higher 
than the average of the uniform prices 
computed pursuant to 9 927.61 for the 
same period: or 

(3) The proportion of Class I-A mlllt 
to total milk received at such plant 
during the period October. November, 
and December shall have been equal to 
or higher in each of the three consecu¬ 
tive years preceding the designation of 
such plant than the proportion of total 
Class I-A milk of all handlers to total 
milk received by all such handl^ for 
each such respective period: Proeiaec, 
That if the applicant operates 

one pool plant, no plant operated ^ 
him shall be qualified under this su^ 
paragraph unless the average of 
form prices for all plants operated ^ 
such applicant for the 12 -month penw 
ending with the preceding July 31 sh^ 
have been higher than the average oi 
the uniform prices computed pursuam 
to § 927,61 for the same period. 

D. Insert as 9 927.22 the following: 


9 927.22 Cancellation of designation. 
rhe designation of a pool plant 
o paragraphs (a) and (O of 9 
mrsuant to I 927.23 may be cancelled tm- 
ler cither of the following provisions. 

(a) The designation shall be cancciiw 
ipon application to the market adnui|^ 
rator by the handler operating the pi^ 
►ffectivc at any time during the monw 
)f April through July of any year but w 
iooner than 30 days after receipt ox wo 
ipplication: Provided, That sucli 
ation for cancellation shall be acco^ 
>anicd by proof that the handle^if nw 
i cooperative association qualified pur- 
want to 9 927.76, has notified any qui^ 
led cooperative association which w 
iny members who deliver milk to 


i 
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plant, and haa notified individually all 
pn)ducera dellverlnv to such plant who 
art not members of such qualified coop« 
enitve association, of his intention to 
make such application: Provided fur^ 
ther. That if 50 percent or more of the 
pr^ucers delivering milk at such plant 
deliver such milk for the account of a 
cooperative association which does not 
operate the plant, but for which milk 
soch association receives payment, an 
appUcation must be made by such coop¬ 
erative association as well as by the han¬ 
dler operating the plant 

(b) The designation of any plant 
vhich on June 15 of any year Is not ap« 
proved by a health authority as a source 
of milk for the marketing area shall be 
automatically cancelled effective on Au- 
imt 1 of such year unless the absence of 
luch approval Is a temporary condition 
oovering a period of not more than 15 
days: Provided, That the designation of 
i plant approved by a health authority 
08 a source of milk for the marketing 
irea even though such approval is re¬ 
stricted to prohibit shipment to the mar- 
keting area of milk for specified periods 
during which permission is given by such 
health author!^ for receiving unap¬ 
proved milk or skim milk at the plant or 
for shipment of approved skim milk from 
such plant, shall not be cancelled pur¬ 
suant to this provision. This provision 
does not prevent a handler from apply¬ 
ing pursuant to 8 927.21, for a new dcslg- 
Bition. 

B. Insert as 8 927.23 the following: 

1937.23 Plant replacemenU A plant 
ttay be designated at any time as a pool 
plant upon application made by the per¬ 
son operating the plant to the Secretary 
showing that the plant is a replacemm^ 
tor one or more pool plants designated 
pursuant to paragraphs Ca) and (c> of 
1927.21 or pursuant to this section which 
are operated by him and that substan- 
Ually all of the dairy farmers delivering 
»ilk at the plant previously delivered 
to the pool plant or plants replaced, 
ubon deslg^tion of a plant pursuant to 
this section, the designation of the plant 
or plants which it replaced shall be auto- 
aaaUcally cancelled. 

P. Insert as 8 927.24 the following: 

IW7.24 Change of operator. The 
w^natlon of pool plants pursuant to 
paragraphs (a) and (c) of 8 927.21 and 
pursuant to 8 927.23 shall be considered 
^ M>pUcable to the plant as such, and 
®|wct to cancellation only pursuant to 
n 927.22 and 937.23 regardless of change 
® the person owning or operating the 
want The market administrator shall 
^ noUfled, by the liandlers involved, 
w any transfer from one person to 
another of ownership or operation of a 
pool plant 

aaasoNAL vakiations in paonuenow 

A. Add a new 8 927.12. as follows: 

1927.12 Base, base milk and excess 
Base. “Base** means a quan- 
^ of milk expressed In pounds per day 
computed pursuant to 8 927,56. 

Base mitk. * Base milk'* means a 
y^tlty of milk received from a pro- 
uucer by a handler during each of the 


months of April, May and June which Is 
not in excess of such producer's base 
multiplied by the number of days such 
milk was delivered during each such 
month. 

<c> Excess milk. **£xcess milk** means 
milk received from a producer by a 
handler during each of the nmnths of 
April, May and June which is in excess 
of the base milk received from such 
producer, 

B. Add a new paragraph <b) in 8 927.50 
as follows, and re-letter existing para¬ 
graphs (b> to (e) accordingly: 

(b) For the delivery periods of April 
through June, the total quantity of base 
milk and the total q\uintity of excess 
milk received from producers. 

C. Add the following words at the end 
of 8 927.51 <b) <1): "and for the delivery 
periods of August through November, 
and April through June, the number of 
days on which milk was delivered.*' 

D. Add a new 8 927.56, as follows: 

8 927.56 Computation of base and 
base rides, (a) Subject to the conditions 
set forth in i)aragTaph (b) of this section* 
the market administrator shall compute 
for each of the months of April. May and 
June, a base for each producer as 
follows: 

(1) Divide the total pounds of milk 
received by a handler from each producer 
during the months of August. September, 
October and November immediately pre¬ 
ceding by the number of days such milk 
was delivered (not to be less than 90 
days). 

(b) Any base computed pursuant to 
paragraph (a) (1) of this section shall 
be subject to the following rules: 

(1) A base shall be held in the name 
of the producer for whose account the 
milk was delivered during the base¬ 
forming period. 

(2) Bases may be transferred in whole 
or In port by written notice from the pro¬ 
ducer to the handlcr(s) receiving m il k 
from such producer, and from the han¬ 
dler <s) to the market administrator sub¬ 
mitted on or before the first day of the 
month for which such base is to be trans¬ 
ferred. indicating the name of the trans¬ 
feree, the amount of base transferred, 
and the effective date of such transfer. 

(3) On or before April 1 of each year, 
the market administrator shall notify 
each handler of the base of each of the 
producers delivering milk to the han¬ 
dler's plantcs). 

E. Add a new 8 927.62 as follows, and 
renumber the existing 8 927.62 as 
8 927.64: 

8 927.62 Computation of excess mWe 
price. For each of the months of April, 
May and June, the excess milk price 
shall be the €3aas in price. 

P. Add a new § 927.63, as follows: 

1927.63 Computation of uniform 
price for base milk. For each of the 
months of April. May and June, the 
market administrator shall compute a 
uniform price for base milk in the fol¬ 
lowing manner: 

(a) Multiply the totxd milk received 
from producers by an handlers by the 
result obtained in paragraph (g) of 
8 927.61; 


(b) Multiply the total of excess milk 
received from producers by aU handlers 
by the excess miUc price: 

(c> Subtract Uie result obtained in 
paragraph (b) of this section from the 
result obtained in paragraph (a) of this 
section; and 

(d) Divide the result obtained in par¬ 
agraph (e) of this section by the total 
of base milk received from producers by 
aU handlers. The result shaU be known 
as the uniform price for base milk con¬ 
taining 3.5 percent butterfat received 
from producers at plants in the 1-10 
mile zone. 

O. Amend I 927.66 to read as follows: 

8 927.66 Transportation and location 
differentials, (a) The uniform price at 
any plant, and for the months of April, 
May and Jime, the uniform price for 
base milk at any plant shall be reduced 
by the differential shown in column B of 
the schedule contained in 8 927.42 for the 
zone of the plant in effect pursuant to 
I 927.42. 

(b) For the months of April, May and 
June, the excess milk price at any plant 
shall be reduced by the differential shown 
in column C of the schedule contained 
in i 927.42 for the zone of the plant In 
effect pursuant to 8 927.42. 

P1UCDI0 or CLASS l-A MILK 

A. Delete 8 927.40 (a) and substitute 
therefor the following: 

(a) For Class I-A milk the price dur¬ 
ing each month shall be a price com¬ 
puted by multiplying the base price of 
$5.23 by the seasonal adjustment factor 
for each respective month given in the 
following schedule: 

January 1.05 July 0.95 

February 1.03 August 1.00 

March 1.00 September.^ 1.04 

April 0.94 October 1.07 

May 0.88 November ...« 1.00 

June 0.88 December — 1.07 

DxriNmoN or class i-s mux 

A. Amend 8 927.37 (b) by changing 
the words "outside of the State of New 
York and outside of Northern New Jer¬ 
sey", where they occur, to read "outside 
the counties of Dutchess, Orange, Put¬ 
nam. Rocklsmd, Sullivan and Ulster In 
the State of New York." 

PXFINITXON AND PRICING OF CLASS I-C MILK 

A. Amend 8 927.37 (c) by changing the 
words "State of New York or Northern 
New Jersey", where they occur, to read 
"coimties of Dutchess. Orange. Putnam. 
Rockland. Sullivan and Ulster in the 
State of New York." 

B. Amend 8 927.40 (d) by deleting the 
phrase "20 cents" and substituting there¬ 
for "40 cents," 

rmZD SKIM D irr Z RKN TI A L 

A. Amend 8 927.44 by changing the 
words "Deduct the price of Class 11 milk 
computed pursuant to 8 927.40 (e)" where 
they occur to read "Deduct the price of 
Class ni milk computed pursuant to 
8 927.40 (f>." 

PRICIKO or NON-FLUID CLASSZS 

A. Amend 8 927.40 (f) by deleting the 
first proviso thereof and substituting 
therefor the following: **Provided fur^ 
ther. That for the months of July 
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through March an additional 10 cents 
shall be added to such sum/* 

B. Amend S 927.43 by inserting, after 
the initial words **For milk received from 
producer,** the words **during the months 
of April. May and June'*; and by delet* 
ing. in the second proviso, the words 
**during any of the months of March 
through July.** 

LOCATION DIFFER INTI ALS 

A. Delete paragraph (f). of ! 927.60. 
and re-letter paragraph (g) as para¬ 
graph <f>. (This proposal is not con¬ 
curred in by the United Milk Producers 
of New Jersey, or the Governor’s Com¬ 
mittee of New Jersey, who propose that 
a provision be adopted similar to the one 
proposed for Northern New Jersey.) 

TRANSFORTATION DIFFERENTIALS 


A. Amend $ 027.42 by deleting the 
schedule contained in such section and 
substituting therefor the following: 
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CONFORMING AMENDMENT 

A. Make such other changes as may be 
required to make the entire order con¬ 
form with the amendments proposed 
above. 

Terms and provisions of a proposal for 
a coordinated milk marketing program 


PROPOSED RULE MAKING 

for the New York-New Jersey marketing 
area; proposed by Mutual Fkleration of 
Independent Cooperatives. Inc.: Terms 
and provisions of proposed Northern New 
Jersey order. 

DEFINITIONS 

Section 1. Act, "Act** means Public 
Act No. 10.73d Congress, as amended and 
as reenacted and amended by the Agri¬ 
cultural Marketing Agreement Act of 
1937, as amended. 

Sec. 2. Secretary, "Secretary** means 
the Secretary of Agriculture or any of¬ 
ficer or employee of the United States 
who is. or who may hereafter be. author¬ 
ized to exercise the powers and to per¬ 
form the duties of the Secretary of Agri¬ 
culture. 

Sic, 3. Marketing area, "Northern 
New Jersey milk marketing area" (here¬ 
inafter called the "marketing area") 
means all territory within the State of 
New Jersey defined as follows: 

Beginning at the point on the line eepamt- 
Ing Rockland County. New York, from the 
State of New Jersey at the western edge of 
the Hudson River, northwesterly along the 
New Jersey-New York State Line to SloaU- 
burg Road: 

Then south on Sloateburg Road in New 
Jersey to Its Intersection with Passaic County. 
New Jersey, Highway 51X (Also known as 
Greenwood Lake Road); 

Then left in a eoutherly direction on said 
highway to Its intersection with the Northern 
boundary of the Borough of Wanaque; 

Then, starting westerly, along the boundary 
between the Boroughs of Wanaque and Ring- 
wood to the junction with the boundary of 
the Borough of Bloomingdale; 

Then along the boundary between the 
Boroughs of Bloomingdale and Rlngwood to 
the junction with the boundary of West 
Milford Township: 

Then south along the boundary between 
the Borough of Bloomingdale and Weet Mil¬ 
ford Township to the junction with the 
Passaic and Morris County Line; 

Then west along the Passalc-Morrls County 
Line to its junction with the boundary be¬ 
tween KInnelon Borough and Rockaway 
Township: 

Then south along the boundary between 
KInnelon Borough and Rockaway Township 
to the junction with the boundary of Boon- 
ton Township: 

Then southwest along the boundary be¬ 
tween Boonton and Rockaway Townships to 
the junction with the DenvUle Township 
boundary: 

Then, continuing westerly along the boun¬ 
dary between Rockaway and DenvUle Town¬ 
ships to the junction with the northern 
boundary of Rockaway Borough; 

Then, starting northwest, along the boun¬ 
dary between Rockaway Borough and Rock¬ 
away Township to lu junction with Mu 
Pleasant Turnpike; 

Then westerly along Mt. Pleaaant Turnpike 
to Ita junction with the boundary between 
Rockaway Township and Wharton Borough;^ 

Then northwesterly along the boundary* 
between Rockaway Township and Wharton 
Borough to the junction with the tracks of 
the D. U A W. Railroad: 

Then westerly along this railroad track to 
the point where It crosses Ledgewood-Mu 
Arlington Road: 

Then southwest along this road to Its 
junction at 8. Route 46; 

Then to the left along U. S. Route 46 to Its 
junction with New Jersey Route 10: 

Then eoutheasterly on New Jersey Route 
10 to Its junction with the boundary between 
DenvUle and Randolph Townships; 


Then south along the boundary between 
DenvUle and Randolph Townships to the 
junction with the boundary between Par- 
slppany-Troy HUls and Morris Townships; 

Then In the same direction along the 
boundary between Morris and Randolph 
Townshlpa to the junction with Mendhsm 
Township: 

Then in the seme direction along the 
boundary between Morris and Mendhsm 
Townships to the junction with the boua- 
dsry between Morris snd Harding Towa- 
shlps; 

Then southeast along the boundary be¬ 
tween Morris and Rsrdlng townships to tht 
junction with U. 8. Highway 902; 

Then south along y. 8. Highway 902 to tbs 
junction with the Morris-Somerset County 
Line: 

Then to the right and westerly along the 
Morris-Somerset County Line to the juncUon 
with U. 8. Highway 206; 

Then southerly and to the left along U. 9. 
Highway 206 to the junction with the t^ad- 
ary between Bedmlnster and Bridgewater 
townships; 

Then to the right and westerly along the 
boundary between Bedmlnster and Bridge- 
water townships (which follows Chsmbsn 
Brook) to the junction with the north braock 
of the Raritan River; 

Then southerly along the north branch of 
the Raritan River to Its junction with the 
south branch of the RaiilAH River; 

Then to the left along the Raritan River 
easterly to its junction with the boundary 
between Hillsboro Township and ManvUle 
Borough; 

Then south along the boundary between 
ManvUle Borough and Hillsboro Township 
to the junction with Somerset County High- 
u*ay 533: 

Then south and to the tight along Somer¬ 
set County Highway 633 to the junction with 
the northern boundary of Millstone Borough; 

Then to the right and west along the Mill¬ 
stone boundary around to the point of in¬ 
tersection again with Somerset County High¬ 
way 533 on the south side of MIUsUmqs 
B orough: 

Then south again along Somerset County 
Highway 533 to the causeway over the Mill¬ 
stone River; 

The to the left and to the east over ssW 
causeway to Origgstown Canal Road; 

Then to the right and aouthtrly along 
Origgstown Canal Road to Suydam Road; 

Then left and east along Suydam Road to 
Franklin Park Road; 

Then continuing In the same direction 
along Franklin Park Road across the Somer- 
set-Mlddlcsex (bounty Boundary to the juoe* 
tlon with U. 8. Highway No. 1: 

Then right on U. 8. Highway No. 1 to the 
junction with Dean’a Lane: 

Then left off U. 8. Highway No, 1 atong 
Dean's Lane to George's Road; 

Then to the left on George's Rosd to 
Dean'S-Rhodehail Road: 

Then right on Dean's-Rhodehall Road to 
the New Jersey Turnpike; 

Then south to the right on the New Jettej 
Turnpike to the Intersection with an over¬ 
pass over the Turnpike carrying Hoffmsti Sta¬ 
tion Road at 8tutts Comer; 

Then to the left and east along Hoffmw 
Sutlon Road (through Deys Corner s^ 
Stults Comer) to the intersection with the 
Jamesburg and English town Road: 

Then to the right and southeast along UN 
Jamesburg and Engliahtown Road to UN 
Monmouth-Middlesex County Line; 

Then northeast and to the left along inr 
Monmouth-Middlesex County Line to UN 
point of intersection with U. 8, Highway N<x 
9; 

Then to the right and south along U. 3. 
Highway No. 0 (Including Lakewood To^ 
ship) to Its junction with the New Jtnn 
Garden State Parkway; 
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Then south iUod« the 0«rcl«n 8UU PM’k- 
to CccUr Creek In Ocenn County; 

Tbetioe east on Cedar Creek to the AUnutlc 
Ootan; 

Then north along the New Jersey coast and 
west bank of the Budson River to the 
yotDt of beginning (Including all lalanda 
•ad outer bank temtorlea oonaldered a part 
s( the State of New Jersey and adjacent to 
tbc area described) • 

Ibfftber with all piers, docks, and wharvee 
emnected therewith and all cralte moored 
tharcat. and Including territory within such 
loondarlee which Is occupied by gorem- 
flWQt 1 Municipal. State, Federal, or Jnter- 
satloiaal) reservations. Installations, tnsU* 
tmioDs, or other eatabUshmenU. 

Bic. 4. Person. -Person** means any 
kidlvldual, partnership, corporation, as- 
Kdatlon. or any other business unlL 

Bsc, 5. Dairy farmer. ''Dairy farmex** 
Deans any person who produces milk. 

8 tc. 6. Producer. -Producer'* means 
any dairy farmer whose milk Is deliver*^ 
Drcct from farm to a pool plant. 

Sic. 7. Handler. -Handler** means Ca) 
any person who engages in the handling 
of milk or products therefrom, which 
milk was received at a pool plant, or at a 
phut approved by any health authority 
u a source of milk for the marketing 
area, (b) any person who engages In the 
handling of mlUc. concentrated fluid 
mQk. cultured or flavored milk drinks, 
cream, half and half, or skim milk, all 
or a porUou of which Is shipped to. or 
recelyed In. the marketing area, or (c) 
any cooperative association of dairy 
farmers with respect to any milk which 
it causes to be delivered from dairy farm¬ 
ers to a pool plant of any other handler 
for the account of such association and 
for which such association receives pay¬ 
ment. 


8 tc.8. Plant, 'Tlant** means the land. 
^^i ng. surroundings, facilities, and 
•rnilpment or vehicle whether owned or 
ppwaied by one or more persons, con- 
J^ting a single operating unit or estab- 
wbment for the receiving, and sampling 
»od handling, or processing of milk or 
^ products as determined by the mar- 
wt administrator. 


8 ic, Q. Pool plant. ‘Tool plant** 
any plant which is designated as a 
pool plant pursuant to sections 20. 22, 
®or 27 provided a vehicle shall not be 
^Jwiatcd as a “pool plant** unless oper- 
jjjm by a person who Is defined as a 
^^dlcr** because of other operations. 

10. Market administrator. “Mar- 
administrator- means the agency, 
is described In sections 15 through 
«.for the administration of this subpart. 


11, Northern New Jersey. •*Nor 
^ New Jersey- means the follow 
In the state of New Jersey: 

Z^*^**^ Someiwet. 

SUTOX. 

Warren. 


• ^h parts thereof as arc not in the 
“^Ungorea. 

®*c.^ 11. flew York order. “New York 
means Order 27, as amended, reg- 
the hantOing of milk In the New 
Metropolitan milk marketing area. 


MAkKKT ADUlNlSTIATOa 

8 tc. 15. Selection, removal, and bond. 
The agency for the administration of 
this subpart shall be a market adminis¬ 
trator who shall be a person selected and 
subject to removal by the Secretary. *rhe 
market administrator shall, within 45 
days following the date upon which he 
enters upon his duties, execute and de¬ 
liver to the Secretary a bond, conditioned 
upon the faithful performance of his 
duties, in an amount and with surety 
thereon satisfactory to the Secretary. 

Etc. 16. Compensation. The market 
administrator shall be entitled to such 
reasonable compensation as shall be de¬ 
termined by the Secretary. 

Sec. 17. Powers. The market admin¬ 
istrator shall have the following powers: 

(a) To administer the terms and pro¬ 
visions of this subpart: including joint 
administration with the market admin¬ 
istrator of the New York order of sections 
35.36, 47.54, 61. 70 and 73 of this subpart 
and it 927.35, 927.36. 927.47. 927^4. 
927.61. 927.70 and 927.73 of the New York 
order. 

<b) To make rules and regulations to 
effectuate the terms and provisions ot 
this subpart: 

<c) To receive, investigate, and report 
to the Secretory complaints of violations 
of this subpart: and 

<d> To recommend to the Secretary 
amendments to this subpart. 

Sic. 18. Duties. The market adminis¬ 
trator. in addition to the duties herein¬ 
after described, shall: 

<a) Keep such books and records as 
will clearly reflect the transactions pro¬ 
vided for in this subpart; 

<b) Submit his books and records to 
exa min ation by the Secretary at any and 
all times; 

<c) Furnish such information and 
such vcrlfled reports as the Secretary 
may re<iuest: 

<d) Obtain a bond with reasonable 
security thereon covering each employee 
who handles funds entrusted to the 
market administrator; 

(e) Publicly disclose, after reasonable 
notice, the name of any person who has 
not made reports pursusmt to sections 
50, 51. and 53. or made payments re¬ 
quired by sections 65. 66. 67, 72, 75, 77, 
78. 79. and 80; 

<f> Prepare and disseminate for the 
benefit of producers, consumers, and 
handlers such statistics and informa¬ 
tion concerning the operation of this 
subpart, as amended, as do not reveal 
confidential information; 

(g) Employ and fix the compensation 
of such persons as may be necessary to 
enable him to administer the terms and 
provisions of this subpart; 

(h) Pay out of the funds received pur¬ 
suant to 1927.80 the cost of his bond 
and of the bonds of such of his em¬ 
ployees as handle funds entrusted to the 
market administrator, his own compen¬ 
sation, and all other expenses which will 
necessarily be incurred by him for the 
maintenance and functioning of his 
office and the performance of his duties; 

(1) Maintain a main office and such 
branch offices as may be necessary: 


(J) Promptly notify a handler, upon 
receipt of the handler's written request 
therefor, of his determination: as to 
whether one or more plants exist at a 
^;>ecifled location, as to whether any 
specified item constitutes a part of the 
handler's plant, or as to which plant a 
specified item is a part in the event that 
the particular prexnlses in question con¬ 
stitutes more than one plant: Provided, 
*rhat if the request of the handler is for 
revision or affirmation of a previous de¬ 
termination. there is set forth in the re¬ 
quest a statement of what the handler 
believes to be the changed conditions 
which make a new determination neces¬ 
sary. If a handler has been notified in 
writing of a determination with respect 
to an establishment operated by him. 
any revision of such determination shall 
not be effective prior to the date on 
which such handler is notified of the re¬ 
vised determination: and 

(k) Cooperate with the market ad¬ 
ministrator of the New York order to 
achieve coordination of this order and 
the North Jersey order and to effectuate 
the declared purposes of the act. 

POOL PLANTS 

See. 20. /uifiol desiffnniion. Plants 
shall be designated by the market ad¬ 
ministrator as pool plants under this 
order, beginning with the effective date 
of this order and continuing until such 
designation is cancelled pursuant to 
section 24 or 25. if they had. in Novem¬ 
ber, 196$, approval as a source of milk 
for fluid purposes by a health author¬ 
ity in the marketing area, continue to 
have such approval and such designation 
is requested by the operator of the plant, 
except that plants which are pool plants 
under federal milk orders other than the 
New York Order shall not be so desig¬ 
nated: Applications shall be addressed to 
the Secretary and filed at the office of 
the market administrator. 

Sec. 21. Eligible applicants. Any per¬ 
son who operates a plant which is cither 
approved as a source of milk by a health 
authority in the marketing area at the 
time of application and under the sani¬ 
tary supervision of such authority, or 
was a pool plant during the preceding 
October. November, and December, and 
which bad 80 percent of the milk It re¬ 
ceived from producers in each of the pre¬ 
ceding months of July. August, October. 
November and December classified as 
I-A by actual utilization, rather than 
assignment or selection of cdassiflcatlon 
and without displacing other milk, may 
apply to the Secretary prior to January 
1 of any year to have such a plant desig¬ 
nated as a pool plant: Provided. *rhat if 
50 percent or more of the dairy farmers 
delivering milk at such plant deliver 
such milk for the account of a coopera¬ 
tive association which does not operate 
the plant but for which milk such asso¬ 
ciation receives payment, an application 
must be made by such cooperative asso¬ 
ciation as well as by the person operat¬ 
ing the plant 

Sec. 22. Designation upon application. 
Any plant for which an application has 
been made pursuant to section 21 shall 
be designated as a pool plant upon de¬ 
termination by the Secretary that the 
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requirement of section 23 are being met. 
Such designation shall be effective as of 
February 1 following the date of appli¬ 
cation and until cancelled pursuant to 
section 24. If, based upon the informa¬ 
tion contained in an application filed 
pursuant to section 21. the Secretary de¬ 
termines that the requirements of section 

23 are not being met, the applicant or 
applicants shall be so notified. Within 
15 days after receipt of such notice, the 
applicant or applicants may submit ad¬ 
ditional information and request further 
consideration. Prior to the issuance of 
the determination of the Secretary, an 
application may be withdrawn by ariit- 
ten request of the applicant or applicants 
Jn the event that no determination is 
made by the Secretary prior to Pebniary 
1 , the effective date of the designation, 
upon written request of the applicant or 
applicants prior to the issuance of a de¬ 
termination. shall be deferred until the 
first of the month following the date of 
such determination. If the application 
is not so withdrawn, or the effective date 
of designation is not so deferred, the 
plant shall be treated as a pool plant as 
of February 1: Provided, That all pay¬ 
ments into or out of the producer settle¬ 
ment fund (except such payments which 
are made on the basis of operations dur¬ 
ing a month in which a plant meets the 
requirements of section 27) shall be held 
in reserve by the market administrator 
until a determination is made. 

SBC. 23. Requirements. In order to 
qualify as a pool plant pursuant to sec¬ 
tions 20, 22. or 25. the person operating 
the plant shall meet each of the follow¬ 
ing requirements: 

(a) Be willing to ship in the form of 
milk to the marketing area, milk received 
at the plant from dairy farmers; 

(b> Keep such control over the sani¬ 
tary conditions under which milk re¬ 
ceived at the plant is produced and han¬ 
dled. that the plant can meet the re¬ 
quirements of a source of milk for the 
marketing area; Provided, That ap¬ 
proval by a health authority of the plant 
as a source of milk for the marketing 
area shall constitute sufficient evidence 
tliat this requirement is being met even 
though such approval is restricted to 
prohibit shipment to the marketing area 
^ of milk for specified periods during which 
permission is given by such health au¬ 
thority for receiving unapproved milk or 
skim milk at the plant or for shipment 
of approved skim mUk from such plant: 
and 

CO Have no commitments for dispo¬ 
sition of milk that prevent him from 
utilizing milk as set forth in section 

24 eg), 

(d) In the case of plants designated 
pursuant to section 22. such plants con¬ 
tinue to ship 80 percent of the milk re¬ 
ceived at the plant each year in accord¬ 
ance with the classification requirements 
of section 21. 

Sec. 24. Suspension and cancellation 
of designation. The designation of a 
pool plant pursuant to sections 20, 22. 
or 25 may be suspended or cancelled 
under any of the foHowing provisions: 

(a) The designation shall be cancelled 
upon application to Uie market admin- 
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istrator by the handler operating the 
plant effective at any time but not sooner 
than 30 days after receipt of such ap¬ 
plication: Provided, That such applica¬ 
tion for cancellation shall be accom¬ 
panied by proof that the handler, if not 
a cooperative association qualified pur¬ 
suant to section 76. has notified any 
qualified cooperative association which 
has any members who deliver milk to 
such plant, and has notified individually 
all producers delivering to such plant 
who are not members of such qualified 
cooperative association, of his intention 
to make such application: Provided fur^ 
ther. That if 50 percent or more of the 
producers delivering milk at such plant 
deliver such milk for the account of a 
cooperative association which does not 
operate the plant, but for which mUk 
such association receives payment, an 
application must be made by such co¬ 
operative association as well as by the 
handler operating tlie plant. 

<b) The designation of any plant 
which on December 15 of any year is 
not approved by a health authority as 
a source of milk for the marketing area 
shall be automatically cancelled effective 
on February 1 of such year unless the 
absence of such approval is a temporary 
condition covering a period of not more 
than 15 days: Provided, That the desig¬ 
nation of a plant approved by a health 
authority as a source of milk for the 
marketing area, even though such ap¬ 
proval is restricted to prohibit shipment 
to the marketing area of mUk for speci¬ 
fied periods during which permission is 
given by such health authority for re¬ 
ceiving unapproved milk or skim milk 
at the plant or for shipment of approved 
skim milk from such plant, shall not be 
cancelled pursuant to this provision. 
This provision does not prevent a han¬ 
dler from applying pursuant to f 027.21 
for a new designation effective on De¬ 
cember 1 of the same year. 

(c) The designation of any plant shall 
be suspended, effective no sooner than 10 
days nor later than 20 days after the date 
of mailing of notice, by registered letter, 
to the handler, whenever the market 
administrator, subject to the limitations 
set forth in paragraph (g) of this section, 
finds on the basis of available Informa¬ 
tion that the handler operating the plant 
is not meeting the requirements set forth 
in section 23: Provided, That if the han¬ 
dler operating the plant is not a cooper¬ 
ative association qualified pursuant to 
section 76. the market administrator 
shall also notify any qualified coopera¬ 
tive association which has any members 
who deUver milk to such plant, and shall 
notify individually all producers deliver¬ 
ing to such plant who are not members 
of such qualified cooperative association, 
of such suspension of designation. 

<d) In the case of the suspension pur¬ 
suant to this section of the designation 
of one or more plants for failure to meet 
the requirements of section 23 <a> or (c). 
the handler operating such plant may 
select, prior to the effective date of such 
suspension, some other pool plant or 
plants to be substituted for the plant or 
plants suspended if. during the preceding 
month, the quantity of milk received 
from producers at such substituted plant 
or plants was not less than the quantity 


of milk received from producers at the 
suspended plant or plants. The hai^er 
may also select the order in which plant 
designatiozis are to be canceled in the 
event of a later determination by the 
Secretary cancelling the designation o( 
some but not all of the plants suspended. 

(e> Not later than 10 days after the 
effective date of suspension of designa¬ 
tion pursuant to this section, the handler 
operating the plant may apply to the 
Secretary for a review. If the handlin’ 
fails to so apply for such review, the des¬ 
ignation of the plant as a pool plant shtU 
be cancelled as of the effective date of the 
suspension. If the handler does so apply, 
the Secretary shall, after review, either 
determine that the requirements let 
forth in section 23 have been met and 
order the suspension revoked, or deter¬ 
mine that such requirements have not 
been met and order the designation can* 
ceied as of the effective date of the sut* 
pension; Provided, That If the Secretary 
has made no determination within two 
months after the end of the month in 
which the suspension was made effective, 
celled as of the effective date of the tus- 
but later orders the designation can¬ 
celled. such cancellation shall be effective 
as of the first of the month foUowin»the 
date of such determination. 

(f) Beginning with the effective date 
of a suspension pursuant to this section, 
and until the Secretary has either or¬ 
dered the designation cancelled or or¬ 
dered the suspension revoked, the plant 
shall be treated as a pool plant; Pro* 
vided. That all payments into or out of 
the producer settlement fund (except 
such payments on the basis of operations 
during a month in which the plant meet* 
the requirements of section 27), shall be 
held in resen^e by the market adminis¬ 
trator until an order is Issued by the 
Secretary, but not longer than two 
months after the end of the month in 
which the suspension was made effective. 

(g) No pool plant designation shall be 
suspended for failure to meet the re¬ 
quirements of section 23 (a) except 
under the following conditions: 

<1) A meeting has been held, no sooner 

than three days after notice by the mar¬ 
ket administrator to all handlers operat¬ 
ing pool plants designated pursuant to 
sections 20. 22. or 25. for consideration of 
the desirable utilization of milk received 
from producers during a period ending 
not later than the end of the second 
month after the month during which 
such meeting is held. 

(2) There has been issued by the n^- 
ket administrator, following such row¬ 
ing. and mailed to all handlers operating 
pool plants designated pursuant lo 
tions 20. 22. or 25 the market admli^ 
trator's determination of the desirable 
utilization of milk received from pro* 
ducers each month during all or a part « 
the period set forth In subparagraph u> 
of this paragraph. Such determlnatloo 
shall include a schedule setting forth, by 
months, the dcqired minimum percentage 
of milk received from producers toW 
utilized in specified classes. Such 
fled classes shall Include Class I-A. aw 
Class I-C to the extent of 50 percent or 
the milk received by a handler from 
ducers which is ultimately distributed m 
the state of New York. In New Jersey, w 
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Mrtleld County, Connecticut, or In 
Petmsylvanla outside the counties of Al- 
Idhcny, Beaver, Payette, Greene, Wash- 
Ini^ton. and Westmoreland. In addition, 
lucb specified classes may include all or 
a part of Class n and other I-C. 

(3) The market administrator finds 
oo the basis of available information that 
the handler operating a plant or the co¬ 
operative reporting a plant Is not utiliz¬ 
ing milk received from producers in 
sccordance with the minimum percent- 
tc( aet forth in the determination of the 
market administrator previously an¬ 
nounced pursuant to subparagraph (2) 
of this paragraph: Provided, That the 
luspcDsion of the pool plant designation 
of a plant may be made effective during 
the months of November and December 
if the market administrator finds that 
the handler is utilizing any milk received 
from producers in classes other than 
those set forth in the determination of 
the market administrator atmounced 
mmsuant to subparagraph (2) of this 
pamgraph. 

(h) The cancellation of pool plant des¬ 
ignations for failure to meet the require¬ 
ments of section 23 (a) shall be subject 
to the following conditions: 

(1) No pool plant designation shall be 
ttncelled if the handler operating the 
pluit utilized the milk received by him 
at all pool plants from producers during 
the month in w^hich the suspension is 
made elTective In accordance with the 
minimum percentage set forth In the de¬ 
termination of the market administrator 
announced pursuant to paragraph (g> 
(2> of this section. ^ 

<2) No pool plant designation shall be 
cancelled if the handler operating the 
^nt utilized in the specified classes set 
forth in the determination of the market 
administrator announced pursuant to 
paragraph (g) (2) of this section a per- 
f®oi«ge of the total milk received by him 
rt all pool plants from producers during 
ihe month in which the suspension is 
made ellective which* is not less than the 
PJ^ntage of the total milk reported by 
all handlers to have been received from 
Prtxlucers during such month which was 
J^rted to have been used in the specl- 
Jw classes: Provided, That the Urnita- 
as to quantity and area set forth In 
determination of the market admin- 
Jwior announced pursuant to para- 
»r»ph (g) < 2 ) of this section shall apply 
15 the utilization percentage 

w the individual handler but shall not 
IJPly In computing the utilization per¬ 
centage of all handlers. 

13) In the event that all milk received 
jrom producers at a plant is reported to 
niarket administrator by a coopera- 
qualified pursuant to sec- 
"5, and such association pays the 
^Wucers for such milk, the pool plant 
cognation of such plant shall not be 
if a percentage of all milk re- 
such cooperative association is 
in accordance with the minimum 
jnj^tage set forth in the determination 
^®rket administrator announced 
to paragraph (g) (2) of this 
^«on. or in accordance with the per- 
niage set forth in subparagraph (2) of 
l>ftragraph. 

Cancellation of designations shall 
™ited to those plants necessary to 


result In a utilization of milk received 
at the remaining pool plants operated by 
the handler, or reported by the coopera¬ 
tive. as the case may be. in accordance 
with the minimum percentage set forth 
in the determination of the market ad¬ 
ministrator announced pursuant to par¬ 
agraph (g) (2) of this section. 

(1) Loss of approval by health author¬ 
ities of a plant as a source of milk for the 
marketing area may in Itself constitute 
adequate reason for the market admin¬ 
istrator to suspend the designation of a 
plant for failure to meet the require¬ 
ments of section 23 (b», only if the ab¬ 
sence of such approval continues for 
more than 15 days. 

Szc. 25. Plant replacements. A plant 
may be designated at any time as a pool 
plant upon application made by the per¬ 
son operating the plant to the Secretary 
showing that the plant is a replacement 
for one or more pool plants designated 
pursuant to sections 20. 22. or this sec¬ 
tion which are operated by him and that 
substantially all of the dairy farmers 
delivering milk at the plant previously 
delivered milk to the pool plant or plants 
replaced. Upon designation of a plant 
pursuant to this section, the designation 
of the plant or plants which is replaced 
shall be automatically cancelled. 

Sic. 26. Change of operator. The 
designation of pool plants pursuant to 
sections 20.22. and 25 shall be considered 
as applicable to the plant as such, and 
subject to cancellation only pursuant to 
sections 24 and 25, regardless of change 
in the person owning or operating the 
plant The market administrator shall 
be notified, by the handlers Involved, of 
any transfer from one person to another 
of ownership or operation of a pool plant. 

8zc. 27. Plants shipping Class /-A 
milk to the marketing area. For any 
month a plant from which during such 
month Class I-A milk, either directly or 
Uirough other plants, is sold or distrib¬ 
uted in or shipped to the marketing area, 
which quantity of milk during the 
months of July through March, is equal 
to more than 25 percent of the milk 
received directly from dairy farmers, or 
during the months of April through June 
is equal to more than 10 percent of the 
milk received directly from dairy farm¬ 
ers. shall automatically be designated a 
pool plant: Provided, That for the 
months of April, May. or June no plant 
at which milk was received from dairy 
farmers during the preceding period of 
October. November, and December shall 
be a pool plant on this basis, unless at 
least 60 percent of such milk was clas¬ 
sified in Class I>A. and either directly, 
or through other plants, was sold or dis¬ 
tributed in or shipped to the marketing 
area in the form of milk: Provided fur^ 
ther. That no plant shall be a pool plant 
on this basis during the months of Jan¬ 
uary through July, if the designation of 
the plant as a pool plant was cancelled 
for failure to meet the requirements of 
section 23 (a) during the preceding year: 
Provided further. That this section shall 
not be in effect at any time later than 
twelve months after the effective date of 
this subpart unless and until the utili¬ 
zation of Class I-A milk under the sub¬ 
part exceeds 75 percent of the milk 


included In the computation of the Pro¬ 
ducer Settlement Fund. In which event 
this section shall again be in elTect start¬ 
ing with the second month following the 
month in w^hloh such classification con¬ 
dition occurs and continue in effect for 
eleven months thereafter. At the time 
of announcing the uniform price for 
each month, the market administrator 
shall make public the location and name 
of the operator of any plant for which a 
report of receipts from dairy farmers was 
used pursuant to this section in the com¬ 
putation of that unifoim price. 

See. 28. Poof Plant transfer. Any 
plant designated as a pool plant under 
i 9 927.20 and 927.22 of the New York 
order may, prior to January 1. apply to 
the Secretary for transfer to this order 
provided the plant is approved as a source 
of milk by a health authority in the mar¬ 
keting area at the time of application 
and under the sanitary super^on of 
such authority and continues to meet the 
requirements set forth In } 927.23 appli¬ 
cable to such plant in accordance with 
Its prior designation under 1$ 927.20 or 
927.22 of the New York order, whichever 
applies. Such designation shall be ef¬ 
fective as of February 1 following the 
date of application and until cancelled 
pursuant to 9 927.24 or 9 927.25. 

CLASSIPlCATlOlf 

See. 30. Basis of classification. All 
milk the butterfat from which is received 
at a plant at which the classification of 
milk received from producers is to be de¬ 
termined pursuant to section 33. and ail 
milk entering the marketing area in the 
form of milk, concentrated fluid milk, 
fluid milk products, cultured or flavored 
milk drinks, cream, half and half, fluid 
cream products, or skim milk, shall be 
classified in accordance with the form in 
which It is held at. or moved from, the 
plant at which classification is deter¬ 
mined. Such classification shall be sub¬ 
ject to the conditions set forth in sections 
31 through 35. 

See. 31. Burden of proof. In estab¬ 
lishing the classificaUon of milk received 
from producers, the burden rests upon 
the handler who received the milk from 
producers to show that the milk should 
not be classified as Class I>A. and that 
the skim milk in Class 11 and Class in 
milk should not be subject to the fluid 
skim differential. The burden rests 
upon the handler who receives In the 
marketing area or at a pool plant, or 
distributes in the marketing' area, milk, 
concentrated fluid milk, fluid milk prod¬ 
ucts. cultured or flavored milk drinks, 
cream, half and half, fluid cream prod¬ 
ucts. or fluid skim milk to establish the 
source of all of his milk and milk prod¬ 
ucts. and in the absence of such proof 
such milk and the milk equivalent of 
such enumerated products shall be sub¬ 
ject to the provisions of section 79. 

Szc. 32. Period for establishing classic 
Acation. A period ending with the last 
day of the month following the month 
during which the milk was received from 
dairy farmers shall be allowed for han¬ 
dling such milk as a basis for establish¬ 
ing the classification as other than Class 
I-A: Provided, That the holding of milk 
in the form of cream in a licensed cold 
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storage warehouse for at least 7 days 
shall constitute that portion of the han* 
dling of such cream required pursuant to 
section 37 <e) (2) that is required to be 
performed durina the month following 
its receipt from dairy farmers. 

8 sc. 33. Plant at which dassi/lcation 
is to be determined. ClassiUcatlon shall 
be determined at the plant at which milk 
is received from dairy farmers: Provided, 
That if such milk is shipped In the form 
of milk or cream to another plant or 
other plants, it shall be classified, subject 
to the provisions of paragraphs (a) 
through (e) of this section, at the plant 
or plants to which it is shipped, and 
there shall be no limit on the number of 
interplant movements in the form of 
milk or cream except as set forth in par¬ 
agraphs (a) through (e) of this section: 
Provided further. That for the pxirpose 
of applying subsections (a)» (b> and (o) 
of this section, ^'marketing area'* means 
the marketing area under this order or 
the marketing area under the New York 
order. 

(a) The classification of milk shipi)ed 
in the form of milk to a plant in the mar¬ 
keting area shall be determined at the 
plant from which such milk is shipped to 
the plant in the marketing area. 

(b) Except as set forth in paragraph 

(c) of this section, the classification of 
milk the butterfat from which is shipped 
in the form of cream to a plant in the 
marketing area shall be determined at 
the plant from which such cream is 
shipped to the plant in the marketing 
area. 

(c) The classification of milk the but¬ 
terfat from which is shipped in the form 
of cream to a plant in the marketing 
area shall be determined. If such cream is 
moved in the form of frozen desserts or 
homogenized mixtures, whipped topping 
mixtures, or cream cheese either from 
the plant at which cream is first received 
in the marketing area or from the first 
plant to which cream is shipped from the 
plant where first received In the market¬ 
ing area, at the first plant from which 
the frozen desserts or homogenized mix¬ 
tures. whipped topping mixtures, or 
cream cheese are so moved. 

(d) Except as set forth in paragraph 

(e) of this section, the classification of 
milk the butterfat from which is shipped 
in the form of cream to a non-pool plant 
shall be determined at the non-pool 
plant, imless the handler operating the 
pool plant from which such shipments 
are made to the non-pool plant elects in 
writing on his montlily reports to have 
classification of all milk or cream re¬ 
ceived during the month at such han¬ 
dler's pool plant and shipped as milk or 
cream to the non-pool plant determined 
at the pool plant from which the milk 
or cream is shipped to the non-pool 
plant: Provided, That non-pool plant for 
the purpose of applying this subsection 
shall be limited to plants which are not 
pool plants under either this order or the 
New York order. 

(e) The classification of milk the but¬ 
terfat from which is shipped in the form 
of cream more thanv65 miles from the 
plant where the milk was separated to a 
plant outside Maine. New Hampshire. 
Vermont, Massachusetts, Connecticut, 
Rhode Island, New York State, Ohio. 
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Pennsylvania. New Jersey, Delaware. 
Maryland. Viiginia. West Virginia, or the 
District of Columbia shall be determined 
at the plant from which cream is so 
shipped. 

8 xc. 34. Plant loss. Allowances for 
plant loss not to exceed 6 percent of the 
butterfat in the product resulting from 
any specific plant operation, which plant 
loss may be classified the same as the 
milk equivalent of the butterfat in the 
product, shall be determined by the mar¬ 
ket administrator pursuant to .section 36. 

8 xc. 35. Accounting procedure. The 
accounting procedure for classifying 
milk pursuant to sections 30 through 37 
and in section 42 shall be set up by the 
market administrator pursuant to sec¬ 
tion 30. Such accounting procedure 
shall include methods of making deter¬ 
minations under section 42 and individ¬ 
ual determinations made in accordance 
with such methods and conversion fac¬ 
tors to be used in the absence of speefie 
weights and tests, specific definitions of 
products, and such methods for assign¬ 
ment of milk to classes according to 
source and form as may be necessary to 
effectuate the provisions of sections 30 
through 37 and which are not Inconsist- 
ent with the following general principles: 

(a) Milk, concentrated fluid milk, fluid 
milk products, cream, half and half, fluid 
cream products, and skim milk received 
from pool plants or from producers shall 
be assigned, as far as possible, to Class 
I->A. Class U. or to skim milk subject to 
the fluid skim milk differential: Pro¬ 
vided, That at a plant in the marketing 
area milk received directly from produ¬ 
cers by tank truck shall be assigned to 
Class l-A prior to the assignment of milk 
from other plants to Class 1-A. 

(b) After the assignments prescribed 
in paragraph (a) of this section, the re¬ 
maining whole milk received at a plant 
from producers or from pool plants and 
in like form from daiir farmers not 
producers or from non-pool plants shall 
be assigned pro rata to the total classifi¬ 
cation of all milk on hand at or leaving 
such plant as whole milk: Provided, That 
fluid milk shipped from a pool plant to a 
non-pool plant in the area in which X-C 
classification is permitted, and when milk 
from such non-pool plant is shipped in 
the same month either directly or indi¬ 
rectly to an area where I-B classificatSon 
applies, and there used for fluid purposes, 
such shipment shall be assigned as far as 
possible to Class I-B. 

(c) After the assignments prescribed 
in paragraphs (a) and (b) of. this sec¬ 
tion, the then remaining milk or cream 
received from producers or from pool 
plants and the milk or cream received 
from dairy farmers not producers or 
from non-pool plants shall be a-ssigned 
pro rata to the total remaining classifi¬ 
cation of such products received in like 
form. 

(d) After the assignment of skim milk 
prescribed in paragraph (a) of this sec¬ 
tion, skim milk received from non-pool 
plants shall be assigned to the remain¬ 
ing skim milk subject to the fluid skim 
differentiaL 

(e) The milk received from producers 
which is eliminated from the computa¬ 
tion of the handler's net pool obligation 
pursuant to See. 60 shall be assign^ pro 


rata to the total classification of all 
from producers and pool plants. 

Sec. 36. Rules and regulations. The 
rules and regulations to effectuate the 
terms and provisions of sections 30 
through 37 and in section 42 shall be 
made, and may from time to ttme be 
amended by the market administrator in 
accordance with the procedure set forth 
in this section: Provided, That at inj 
time upon a determination by the Secre¬ 
tary that an emergency exists which re¬ 
quires the immediate adoption of rules 
and regulations, the market administra¬ 
tor may issue, with the approval of the 
Secretary, temporary rules and regula¬ 
tions without regard to the following 
procedure: Provided further. That U any 
interested person makes written request 
for the Issuance, amendment, or repeal 
of any rule, the market administrator 
shall within 30 dasrs either issue noUoe 
of meeting pursuant to paragraph (a) 
of this section or deny such request, aod 
except in affirming a prior denial, or 
where the denial is self-explanatory, 
shall state the gnninds for such deniij. 

(a) All proposed rules and regulations 
and amendments thereto shall be the 
subject of a meeting called by the mar¬ 
ket administrator, at which time all in¬ 
terested persons shall have opportunity 
to be heard. Notice of such meeting 
shall be given by the market adminis¬ 
trator, and a copy of the proposed rules 
and regulations shall be sent at least live 
days prior to the date of the meeting to 
all handlers operating pool plants. A 
stenographic record shall be made at aU 
such meetings and such record sbaU be 
public Information avafiaMe for inspec¬ 
tion at the office of the market adinbis- 
trator. AU such meetings shall be con¬ 
ducted jointly with the administmtor of 
the New York order and hm^ers under 
this order and the Now York order shall 
be considered interested parties. 

(b) A period of at least five days after 
the meeting held pursuant to paragraph 
(a) of this section shall be allowed for the 
filing of briefs. Such briefs shall be pub¬ 
lic Information available for Inspection 
at the office of the market administrator. 

(c) Not later than 30 days after a meet* 
ing held pursuant to paragraph (a) of 
this section, the market administrator 
^hall issue and send to aU handlers op¬ 
erating pool plants the tentative rules 
and regulations or amendments thereto 
relating to the issues considered at such 
meetings, or a tentative notice that no 
niles or regulations or amendments 
thereto arc to bo issued prior to 
consideration at another meeting. The 
tentative rules and regulations, or tenU- 
tlve notice, together with copies of w 
stenographic record and briefs, shall aw 
at the same time be forwarded by tW 
market administrator to the Secrctaxy. 
The tentative rules and regxilatlons shi^ 
in substance, be the same as towed by 
the New York market administrator. 

(d> Not later than 30 days after 
ance by the market administrator, w 
Secretary shall either approve the ten^ 
tive rules and regtilations or tentaU^ 
notice as Issued, or direct the marw 
administrator to reconsider. In wwca 
latter event, the market 
shaU within 30 days cither issue rcviw 
tentative nilcs and regulations or tenw 
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live notice, or call another meeting pur* 
aaint to paragraph (a) of this section. 

<e) The tentative rules and regula¬ 
tions and amendments thereto or tenta¬ 
tive notice Issued pursuant to paragraph 
rc) of this section shall be effective as of 
tbe first of the month following approval 
br the Secretary, but not sooner than ten 
dsys after Issuance by the market ad¬ 
ministrator. 


Sic. 37. Classes of utilization. Sub¬ 
ject to all of the conditions set forth in 
sections 30 through 36. milk shall be 
elasslfled at the plant at which classlll- 
cstion is to be determined as follows? 

cai aass I-A milk shaU be all milk, 
except as provided In paragraphs <b) 
and (c) of this section and In subpara¬ 
graphs (3) and (5) of paragraph (e) of 
this section, the butterfat from which 
leaves or is on hand at the plant In the 
fonn of milk, concentrated fluid milk, 
fhiid milk products, or as cultured or 
fitvored milk drinks containing 3.0 per¬ 
cent or more but not more than 6.0 
percent of butterfat. and all milk the 
classifleation of which is not established 
in some other class named In this 
section. 


(b> Class T-B milk shall be all milk, 
except as provided in subparagraphs (3) 
and (5) of paragraph (e> of this sec¬ 
tion. the butterfat from which leaves the 
plant in the form of milk, concentrated 
fluid milk, fluid milk products, or of 
cultured or flavored milk drinks con¬ 
taining 3.0 percent or more but not more 
than 5.0 percent of butterfat. and which 
is delivered to a plant or a purchaser 
outside of the state of New York and 
outside of Northern New Jersey, but 
which at no time (l> Is received, other 
than directly from the producers, at a 
pbnt in the marketing area of this order 
or the marketing area of the New York 
order or (2) otherwise enters such mar- 
^ng areas,, except as an incident to 
its transportation and delivery to a point 
outside of the marketing area: Provided, 
That use aboard a ship or other carrier 
*haU not constitute such delivery. 

<c> aass I-C milk shall be all milk. 


Wept as provided in subparagraphs <3) 
• 5 >d <5> of paragraph (o) of this section, 
tw butterfat from which leaves the 
plant In the form of milk, concentrated 
fluid milk, fluid milk products, or as cul- 
or flavored milk drinks containing 
3 0 percent or more but not more than 
00 percent of butterfat. and which Is 
levered to a plant or a purchaser in 
w state of New York or Northern New 
Jersey, but which at no time (1) is re- 
other than directly from pro- 
flucert, at a plant In the marketing 
0 ^ of this order or the marketing 
of the New York order or (2) other- 
^ enters such marketing areas, except 
•• an incident to its transportation and 
delivery to a point outside of the mar- 
letiiUf area: Provided, That use aboard 
* Jliip or other carrier shall not consU- 
such dcUvery. 

<d) ciMs II milk shftU be all milk the 
Irom which leaves or is on hand 
at the plant In the form of cream, sweet 
^•our, half and half, fluid cream prod- 
'**^or In the form of cultured or fla- 
milk drinks containing less than 
percent or more than 6.0 percent of 
ouiierfat, which is delivered to a plant 
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or a purchaser in the marketing area of 
the New York order, unless such cream, 
half and half, fluid cream products, or 
cultured or flavored milk drinks are es¬ 
tablished to have been so handled or 
marketed as to classify such milk In some 
other class named in this section. 

(e) Class ni milk shall be all milk 
which meets the conditions set forth in 
any one of the following subparagraphs: 

<1> All milk the butterfat from which 
leaves or is on hand at the plant in the 
form of cream, sweet or sour, fluid cream 
products or in the form of cultured or 
flavored milk drinks containing less than 
3.0 percent or more than 6.0 percent of 
butterfat which is delivered to a plant or 
a purchaser in the marketing area, unless 
such cr^pm. fluid cream products, or 
cultured or flavored milk drinks are es¬ 
tablished to have been so handled or 
marketed as to classify such milk in 
some other class named in this section. 

(2) All milk the butterfat from which 
leaves or is on hand at the plant in the 
form of cultured or flavored milk drinks 
containing less than 3.0 percent or more 
than 5.0 percent of butterfat or in the 
form of cream, half and half, or fluid 
cream producu which cream, half and 
hall, fluid cream products, or cultured or 
flavored milk drinks is delivered to a 
plant or a purchaser outside the market¬ 
ing area, but which at no time (1) is re¬ 
ceived at a plant in the marketing area, 
or (2) otherwise enters the marketing 
area except as an Incident to its trans¬ 
portation and delivery to a point outside 
of the marketing area: Provided, That 
use aboard a ship or other carrier shall 
not constitute such delivery. 

(3> All milk the butterfat from which 
leaves or is on hand at the plant in the 
form of cream which is subsequently 
held in a licensed cold storage warehouse 
for at least 28 days, and which is subject 
at all times until utilization of such 
cream to being Inspected by a representa¬ 
tive of the market administrator to de¬ 
termine the physical presence of the 
cream. After the first 7 days, such cream 
may be moved from one licensed cold 
storage warehouse to another: Provided, 
That the market administrator receives 
notice of such removal within 7 days 
thereafter. Any handler whose report 
claimed the original classification of milk 
pursuant to this subparagraph shall be 
liable under the provisions of section 75 
for the difference between the Class n 
and Class ni prices for the month in 
which the Class ni classifleation was 
claimed on any such milk if the storage 
of cream does not comply with all the 
requirements of this subparagraph. 

(4> All milk the butterfat from which 
leaves the plant in the form of products 
named in paragraphs (a), <b) (e),or (d> 
of this section if sucli products have been 
sterilized and leave the plant in hermeti¬ 
cally sealed containers. 

(5) All milk received during the 
months of March through July the but¬ 
terfat from which leaves the plant in the 
form of milk which Is delivered in bulk 
to an establishment outside the market¬ 
ing area (other than a plant as defined 
in section 8). at which food products are 
processed and packed in hermetically 
sealed containers and at which establlsh- 
meut there is no disposition of milk or 


milk products specified in paragraphs 

(a), (b>» (c>. or (d) of this section other 
than milk or milk products received in 
consumer packages for consumption on 
the premises. 

(6) All milk the butterfat from which 
leaves or is on hand at the plant in the 
form of concentrated fluid milk which is 
established not to have been packaged in 
consumer pockages either before or after 
leaving the plant. 

(7) All milk the butterfat from which 
leaves or is on hand at the plant in the 
form of some product the classifleation 
of which is not established in some other 
class named in this section. 

MINIMUM FRICKS 

Sec. 40. Class prices. For milk re¬ 
ceived during each month from pro¬ 
ducers or cooperative associations of 
producers, each handler shall pay per 
hundredweight not less than the prices 
set forth in this section, subject to the 
differentials and adjustments in sections 
41 through 44. Any handler who pur¬ 
chases or receives, during any month, 
milk from a cooperative association of 
producers which is also a handler shall, 
on or before the l&th day of the follow¬ 
ing month, pay such cooperative asso¬ 
ciation in full for such milk at not less 
than the minimum class prices applica¬ 
ble pursuant to this section, subject to 
the dllTerentials and adjustments in 
sections 41 through 44. 

(a) For Class I-A milk the price dur¬ 
ing each month shall be the New Jersey- 
New York basic Class I-A price per hun¬ 
dredweight determined for each month 
pursuant to section 47. 

(b) For Class I-B milk the price dur¬ 
ing each month shall be the price for 
Class I-A milk. 

(c) For Class I-C milk the price 
shall be the uniform price computed 
by the market administrator pursuant 
to f 927.61 plus 20 cents per hundred¬ 
weight. 

(d) For Class n milk the price during 
each month shall be the sum of the 
amounts computed to subparagraphs 
(1) and (2) of this paragraph. 


U. B. Ofitd* A or V. B. lO-More 
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prrioil MVilnf on the Mth of the 
precwtliuc numth (oraU per 
pooud^ 

Claio II petoa 

March 

throtiah 

Juljr 

AmnnK 

tbroorb 

FrUunry 


MIeri 

I>0tf4r9 


iwr 

per 


Aaadred* 

hamdrfj. 



m-rigkt 

Under 21J . 

IM 

1 VI 

21 A or over, but under 250 ....— 

l.SO 

1 05 

25j0or over, but under 2BJI 

1.55 

i.mi 

2RS or over, but under 22.0 

i.m 

105 

M.Oor ovrr. but nmler M.a. 

LM 

2 10 

3&.S or over, but under MS. 

210 

275 

M.O or over, but under 425. 

221 

240 

i?.5or ovor, but under 4S.0.. 

2 40 

2M 

400 or over, but under 49A. . 

2» 

270 

4Rt.5 or over, but umler BOO. 

270 

2» 

U.O or over, but under MA . 

2 St 

2 00 

00.5 or over, but under 00.0....... 

20) 

2 15 

ttiJO or over, but under AS........ 

2 15 

2.10 

(UA or over, but under Oia.. ...... 

2S0 

2 15 

€7.0or over, but under 70A........ 

245 

250 

TO 5 or over, but under 74.0........ 

20D 

2 75 

74,0 or over, but under 77 A. ....... 

2 75 

2110 

7I.Aor over, but under M O........ 

200 

4.01 


BhmiM thi* batl#r price lorth Above he ftl 0 

cvmCff or more, the Tloai II prior ihoU he the |irkv whlrh 
Tikoulil FfAult from further etteriAkNi of Ihie tablv at Uao 
■ante rate to cot'cr fuch avenft tiutwr pclcv. 





















3550 


PROPOSED RULE MAKING 


C2) Multiply by 7.5 the average of all 
the rot roller process dry skim milk or 
nonfat dry milk solids quotations for 
**other brands, human consumption, car- 
lots. bags, or barrels" (using midpoint 
of any range as one quotation), pub¬ 
lished for the delivery period in •‘The 
Producers* Price-Current," and subtract 
48 cents. 

<e) For Class HI milk, the price shall 
be Uie Slim of the amounts computed 
pursuant to subparagraphs (1) and (2) 
of this paragraph minus 80 cents: Pro¬ 
vided. That for the months of May and 
June 1954 an additional 10 cents shall 
be subtracted from such sum. 

(1) To the simple average of the daily 
wholesale selling prices per pound (us¬ 
ing the midpoint of any price range as 
one price) reported during such month 
by the United States Department of Ag¬ 
riculture for Grade A (92-score) bulk 
creamery butter In the New York City 
market, add two cents, multiply by 122. 
and then multiply by 3.5: Provided, That 
for any of the months from August 
through February for which the utUl- 
yation adjustment percentage announced 
pursuant to section 46 (a> (2) Is 92 or 
larger, there shall be an additional three 
cents added to such average butter price. 

(2) Multiply by 7.8 the weighted aver¬ 
age. as computed by the market admin¬ 
istrator using a weight of 70 for roller 
process prices and a weight of 30 for 
spray process prices, of the prices per 
pound of roller process and spray process 
nonfat dry milk solids, for human con¬ 
sumption in carlots. f. o. b. manufactur¬ 
ing plants in the Chicago area, as 
published by the United States Depart¬ 
ment of Agriculture for the period from 
the 26th day of the immediately pre¬ 
ceding month through the 25tb day of 
the current month. 

8 rc. 41. Butterfat differentials. The 
minimum price for Class I-A, Class 1-B. 
and Class milk shall be plus or minus 
four cents for each one-tenth of 1 per¬ 
cent of butterfat therein above or below 
3.5 percent. The minimum price for 
Class U and Class m milk shall be plus 
or minus, for each one-tenth of 1 per¬ 
cent of butterfat therein above or below 
3.5 percent, an amount computed as 
follows: subtract from the respective 
^class prices an amount pursuant to sec¬ 
tion 40 id) (2), and divide by 35. 

Sec. 42. Transportation differentials. 
The Market Administrator shall deter¬ 
mine and publicly announce a freight 
zone for each pool plant and each re¬ 
loading point and he Bhall determine the 
freight zone for each plant at which 
milk or milk products, subject to the 
provisions of sections 78 cn: 79 is received 
from dairy fanners or is first found. 
Such freight zone shall be based on 
the shortest highway mileage usable 
throughout the year for milk transpor¬ 
tation from the plant or reloading point 
to the New York-New Jersey state line 
In the Lincoln Tunnel. The freight zone 
for producers delivering to bulk tank 
trucks which is reloaded into another 
tank truck before entering a plant shall 
be at the point of reloading. The freight 
zone for producers delivering milk to 
bulk tank trucks which Is not so re¬ 
loaded shall be the freight zone of tlie 


pool plant to which milk Is delivered. 
The class prices aet forth in section 40 
and the fluid skim differential set forth 
in section 44 shall be plus or minus and 
the payments to producers under sec¬ 
tion 66 shall be plus or minus the respec¬ 
tive amount set forth In the following 
schedule: 
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8 zc. 43. Dutter-cheexe adjustment. 
For milk received from producers which 
is classified as Class III pursuant to sec¬ 
tion 37 (e) (6). and w^hich leaves or 
is on hand at the plant at which classi¬ 
fication Is determined in the form of 
butter or Cheddar. American Cheddar, 
Colby, washed curd, or part skim Ched¬ 
dar cheese, or is assigned to plant loss 
which pursuant to section 34 Is associ¬ 
ated with siKh products, there slmll be 
credited to the handler receiving the 
milk from producers four cents per pound 
of butterfat in such milk: Provided, That 
the amount so credited shall be reduced 
one cent per pound of butterfat for each 
onc-tenth by which the ratio of 2JS 
exceeds a ratio computed as follows: 
Add to the New York 92-8core butter 


price for the month announced pursuant 
to section 46 (b) <5) the amoimt ob¬ 
tained by multiplying by 1.83 the 
weighted nonfat dry milk solids price 
for the period ending with the 25th day 
of the month as announced pursuant 
to section 46 (b) (7); divide this sum 
by the price of Cheddar cheese for the 
month as announced piursuant to sec¬ 
tion 46 (b) (8) and round the result to 
the nearest tenth: Provided further. 
That for milk received from producers 
during any of the months of March 
through July which is classlfled on the 
basis of one of the tjrpes of cheese named 
in this section, the amount so credited 
Shan be increased one cent per pound 
of butterfat for each full five hundredths 
by which the ratio of 2.5 is lower than 
the ratio computed pursuant to the (bit 
proviso of this section, except that, (or 
purposes of this proviso, the ratio com¬ 
puted shall be rounded to the nearest 
hundredth: Provided further. That for 
such milk received from producers at a 
plant In a freight zone farther from New 
York City than the 321-325 mile zone, 
there shall be deducted from the amount 
so credited the following amounts per 
hundredweight of milk: 

Cents per 

Zanea of plant: hundrcdweifht 

326-360_ 1 

351-375_ 3 

376-400_ 3 

401-425_. < 

426^450_ 3 

451-475_ • 

476-500_ 7 


With respect to each plant at which 
milk received from producers is re¬ 
ported by the handler operating the plant 
to have been utilized (either at the plant 
where received or at another plant). In 
an amoimt exceeding an average of 4.000 
pounds per day in the manufacture of 
butter or of Cheddar. American dicd- 
dar. Colby, washed curd, or part skim 
Cheddar cheese, the market adminis¬ 
trator shall publicly disclose (a) the lo¬ 
cation of the plant at which the milk 
was received from producers, and (b) the 
name of the handler operating 
plant. Such public disclosure shall m 
made monthly on the basis of handlers 
monthly reports, and may be made more 
frequently on the basis of 
utilization reports as may be required by 
the market administrator. 


Sec. 44 Fluid iWm differential Pot 
fJcim milk derived from Class n or Class 
HI milk which skim milk enters the ma^ 
keting area in the form of milk, fluid 
milk, half and haU. cream, or cultured 
milk drinks and there utUlzrd or 
3 f In the form of milk, fluid skim nii«» 
half and half, or cultured milk drln» 
and for all other skim milk derived fi^ 
Class n or Class HI milk which is w 
pstabllahcd to have been ^herw^e 
utilized or disposed of. the handler 
pay a fluid skim dlffcrcnUal per 
weight computed as foBow's: rr 

price of doss m milk from 
butterfat was used In the 
af butter and priced in accordant w 
Lhe preceding section from the price 
cnass I-A milk computed 
Lion 40 (a), and divide by 0.9125: 
Med, That with respect to s)to ^ 
utilized or disposed of in half and n • 
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this diiTerentlal shall apply only to that 
quantity of skim milk in excess of 4.5 
times the quantity of butterfat in such 
half and half. 

Sic. 45. Use of equivalent price or in* 
itz. If for any reason a price or index 
fpecifted In sections 40 through 46 for 
use in computing and announcing class 
prices or for any other purpose is not re« 
ported or published in the manner there¬ 
in described, the market administrator 
shall use a price or index determined by 
the Secretary to be equivalent to or com¬ 
parable with the price or index specified. 

Sic. 46. dnnogncemenf o/prices. The 
market administrator shall publicly an¬ 
nounce the following: 

(a) Not later than the 25th day of 
each month, or the next succeeding 
workday In any month in which the 25th 
day is a Sunday or holiday: 

(1) The monthly wrholsale price index 
for all commodities in the preceding 
month as reported on a 1947-1949 base 
by the Bureau of Labor Statistics, United 
States Department of Labor, and the re¬ 
sulting index determined pursuant to 
1927.40 (a) (1) multiplied by 100. 

(2) The utilization adjustment per¬ 
centage computed pursuant to section 47 
for the following month. 

(3> The preliminary Class T-A price 
computed pursuant to section 47 for the 
following month. 

(4) The average, for the period begin¬ 
ning with the 25th of the immediately 
preceding month and ending with the 
Nth of the current month of the highest 
Prtces reported dally by the United States 
Department of Agriculture for U, S. 
Grade A or U. 8. 92-score butter at 
wholesale in the New York market. 

(5) The preliminary calculation for 
the following month pursuant to section 
40 (d) (1), 

The index of the cost of produc¬ 
tion for the preceding month computed 
by the market administrator as follows: 

<i) Combine the index numbers for 
toe States of New York. Pennsylvania, 
jnd Vermont with weights of 84 for New 
York. 13 for Pennsylvania, and 3 for Ver- 
®oot. The index numbers of cost of 
production for New York shall be liulex 
Pjunbers computed by the New York 
J^tc College of Agriculture at Cornell 
University (1910-14 base), converted to 
»1948bfise. 

<il) The index numbers of cost of pro¬ 
duction for Pennsylvania shall be com- 
Wled by combining the index (using a 
of 54 cents and a w^elght of 50) of 
J^urly composite u^gc rates, reported 
Pennsylvania by the United States 
J^rtment of Agriculture; the Index 
a base of $4.53 and a weight of 
all purchases of mixed dairy feeds, 
^Purted for Pennsylvania by the United 
J^tes Department of Agriculture; and 
todex (using a base of $23.31 and a 
^Ihl of 20) of prices received by farm- 
^ w all hay, baled per ton. reported for 
J^^ylvanla by the United SUtes De- 
of Agriculture. 

The index numbers of cost of 
^Wuctlon for Vermont shall be com- 
by combining the index (using a 
of 69 cents and a weight of 50) of 

^urly composite wage rates, reported 


for Vermont by the United States De¬ 
partment of Agriculture; the index (us¬ 
ing a base of $4.63 and a weight of 30) 
of all purchases of mixed dairy feeds, re¬ 
ported for Vermont by the United States 
Department of Agriculture: and the in¬ 
dex (using a base of $25.42 and a weight 
of 20) of prices received by farmers for 
all hay, baled per ton. reported for Ver¬ 
mont by the United States Department 
of Agriculture. 

(7) The index computed by dividing 
the Class I-A formula price, prior to the 
seasonal adjustment, for the following 
month by $5.66. 

(8) Other statistics relating to eco¬ 
nomic conditions affecting the market 
supply and demand for milk. 

(b) Not later than the 5th day of each 
month for the preceding month: 

(1) The minimum class prices pursu¬ 
ant to section 40. 

(2) The butterfat differentials pursu¬ 
ant to section 41. 

(3) The butter and cheese adjustment 
pursuant to section 43. 

(4) The fiuld skim difTerential pursu¬ 
ant to section 44. 

(5) The simple average of the daily 
wholesale selling prices per pound (using 
the midpoint of any price range as one 
price) reported by the United States 
Department of Agriculture for Grade 
A or 92-score bulk creamery butter in 
New York City. 

(6) The average of the prices (using 
midpoint of any range as one quotation) 
reported dally in •‘The Producers* Prlce- 
Current,** for hot roller process dry skim 
milk or nonfat dry milk solids "^other 
brands, human consumption, carlots, 
bags, or barreb.- 

(7) The respective averages of the 
cariot prices per pound of spray process 
and of roller process nonfat dry milk 
solids for human consumption, f. o. b. 
manufacturing plants in the Chicago 
area, as publbhed for the period from 
the 26th day of the second preceding 
month through the 25th day of the pre¬ 
ceding month by the United States 
Department of Agriculture, and the 
weighted average of such two averages 
using a weight of 70 for roller prices and 
a weight of 30 for spray prices. 

(8> The average selling prices per 
pound reported by the United States De¬ 
partment of Agi^krulture for Wisconsin 
State Brand Cheddars, cars or truck- 
loads. f. o. b. Wisconsin assembly points. 

(9) The average of prices paid In the 
preceding month by 18 mid-western con- 
denserles as reported by the United 
States Department of Agriculture. 

Sec. 47. New Jersey-New York basic 
Class I--A price formula. The New Jer¬ 
sey-New York basic Class I-A price per 
hundredweight of milk containing 3.5 
percent butterfat shall be a price com¬ 
puted pursuant to paragraphs (a) 
through (k) of thb section: 

(a) Divide (with the result expressed 
to three decimal places) the monthly 
wholesale price index for all commodities 
in the second preceding month as re¬ 
ported on a 1947-1949 base by Uie Bu¬ 
reau of Labor SUtbtics, United States 
Department of Labor, by the average of 
the monthly indexes reported on the 
same base for th^ year 1948. 


(b) Multiply the base price of $5.66 by 
the result determined pursuant to para¬ 
graph (a) of thb section. Express the 
result to the nearest cent. 

(c) For each month during the 3 year 
period ending with the second preceding 
month, calculate to one decimal place the 
percentage that the total volume of milk 
in Classes I-A. I-B. and I-C under thb 
order, and under the New York order 
was of the total volume of reported re¬ 
ceipts from producers and from unre- 
ve^cd sources under both of such orders 
(these percentages to be referred to as 
utilization percentages): Provided, hoie- 
ever. That in using the above formula 
for the first thirty-nine months after the 
effective date of thb subpart, the figures 
used in such computation for any period 
of time previous to the effective date of 
thb subpart shall be figures derived from 
the operation of the New York order ex¬ 
cept that the figure computed in accord¬ 
ance with thb section for each of the 
three months previous to the effective 
date of any federal order regulating the 
handling of milk in the North Jersey 
marketing area shall have added to it 
the respective percentage point from the 


following Ibt: 
January ..... 

4. 3 

Jill* __ 

3.8 

3.3 

February .... 

4.5 

eraeaj 

August_... 

March__ 

4.0 

September .. 

3.7 

April ........ 

5.0 

October ..... 

3.7 

May ........ 

4.8 

November ... 

3.6 

June ....... 

4.9 
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3. 1 


(d> Calculate the average of the 36 
monthly utilization percentages for the 
3 year period ending with the second 
preceding month. 

(e) Calculate the average of the 6 uti¬ 
lization percentages for the second and 
third preceding months and for the same 
months of the 2 preceding years. 

(f> Divide the result determined pur¬ 
suant to paragraph (e) of thb section 
by the result determined pursuant to 
paragraph (d> of thb section expressing 
the result to three decimal places. 

<g) Calculate the average of the 2 
utilization percentages in the second and 
third preceding months. 

(h) Divide the result determined pur¬ 
suant to paragraph (g) of thb section by 
the result determined pursuant to para¬ 
graph (f) of thb section. Express the 
result to one decimal place and add 100. 

(i) Calculate a utilization adjustment 
percentage by subtracting the base uti¬ 
lization percentages of 63.6 from the re¬ 
sult determined pursuant to paragraph 
(h) of thb section. 

(j) Multiply the result determined 
pursuant to paragraph (b) of thb section 
by the utilization adjustment percentage 
determined pursuant to paragraph (i) of 
thb section. 

(k) Multiply the result determined 
pursuant to paragraph (j> of thb section 
by the following seasonal adjustment 
factor for the month for which the Class 
I-A price b being determined: 

January-- 1.05 July 0.95 

February 1.03 August l.OO 


March ....... 1.00 September... l.(M 

April ........ 0.94 October ..... 1.07 

May_...... 0. S8 November ... 1.00 

June ..—... 0.88 December.... 1.07 


(l> Whenever any of the following 
conditions exist for 3 consecutive months. 
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the Secretary shaH caD a public hearlna 
promptly to consider those and other 
economic conditions, or promptly an* 
nounce his determination that such a 
hearing should not be held. t<«ether with 
reasons for such determination; 

<1) There is a difference of more than 
6 i^lnts for each of 3 consecutive months 
berWeen the index of the cost of produc¬ 
tion annoimccd pursuant to section 46 

(a) (6) and the index of wholesale prices 
(1948 base) announced pursuant to sec* 
Uon46 (a) (7). 

(2) There Is a difference of more than 
15 points for each of 3 con^uUve 
months between 90 percent of the Index 
of the cost of production announced pin:* 
suant to section 46 (a) (6) and the index 
of the Class I-A price announced pur¬ 
suant to section 46 (a) (7). 

(3) The Class I-A price for each of 3 
consecutive months is less than 81.00 
higher than the condensery price an¬ 
nounced pursuant to section 46 (a) (8) 
for such months or more than $2.50 high¬ 
er than such condensery price. 

EXPORTS or HANDLERS 

Sec. 50. Monthly reports. On or before 
the 10th day of each month, each handler 
shall report to the market administrator, 
for the preceding month, in the manner 
and on forms prescribed by the market 
administrator, with respect to milk or 
milk products received at each of his 
pool plants, and at each of his plants 
where milk or milk products subjected to 
payments under sections 78 and 79 were 
handled, the following: 

(a) The total quantity of milk and of 
each milk product with the average but* 
terfat content thereof, received from 
dairy farmers, from other plants, from 
such handler's own farm, from other 
handlers, and from other sources: 

(b) The total quantity of milk and of 
each milk product moved out of. or on 
hand at, such plant, the average butter- 
fat content thereof, and the destination 
of any milk or milk product the classifi¬ 
cation of which wholly or partially de¬ 
pends upon its destination, moved out of 
such plant; 

(c) The disposition of milk or milk 
products at each other plant at which 
the disposition of any milk or milk prod¬ 
ucts is claimed as the basis of classifica- 

, tlon: 

<d) The computation pursuant to sec¬ 
tion 60 of such handler's net pool obliga¬ 
tion: and 

<e) The computation of the amount 
of any payments pursuant to sections 
78 and 79. 

<f > The amount of milk to be paid for 
to producers at the Class in price pur¬ 
suant to the fourth and fifth provisos 
of section 65. 

Sec. 51. Producer payroll reports. 
Each handler shall report with respect 
to producers as follows: 

(a) On or before the 10th day after 
the end of each month, the information 
required by the market administrator 
with respect to producer additions, pro¬ 
ducer withdrawals, and changes in 
names of farm operators; and 

<b> On or before the last day of each 
month, such handler's producer payroll 


PROPOSED RULE MAKING 

for the preceding month* which shall 
show for each producer: 

(1) The total delivery of milk with 
the average butterfat test thereof. 

(2) The amount of payment due such 
producer. 

(3) Ally deductions and charges made 
by the handler, 

(4) The net amount of payment to 
such producer made pursuant to sections 
65 through 67. and 

(6) Such other information with re¬ 
spect thereto as the market adminis¬ 
trator may require. 

Sec. 52. Storage cream reports, (a) 
On or before the last day of the period 
for establishing classification pursuant 
to section 32, or. if earlier, not later than 
15 days prior to the date of final re¬ 
moval of the cream from storage, each 
handler who separates milk the cream 
from which is stored as a basis for Class 
m classification pursuant to section 
37 (e) (2) shall report to the market 
administrator on forms prescribed by 
the market administrator information 
with respect to the storage of cream. 
Failure to make such report shall result 
in the disallowance of Class in classifi¬ 
cation pursuant to section 37 (e) (2). 

(b) The handler who made such re¬ 
ports shall report to the market admin¬ 
istrator. not later than the end of the 
second month following the month dur¬ 
ing which frozen cream is utilized, in- 
formaUon with respect to the uUlIzaUon 
of such cream. Failure to make such 
reports shall result in the disallowance 
of storage cream payments pursuant to 
section 77 (b). 

<c) With respect to notices of transfer 
of cream filed pursuant to section 37 
<e) (2) and with respect to storage 
cream reports filed piirsuant to this sec¬ 
tion. a receipt form acknowledging re¬ 
ceipt of such notice or report shall be 
mailed by the market administrator to 
the handler within 48 hours after such 
notice or report is received by the market 
administrator. 

Sec. 53. Other reports. At such time 
as the market administrator may re¬ 
quest. each handler shall report to the 
market administrator in the manner 
and on forms prescribed by the market 
administrator: 

(a) The total quantity of milk of 
each milk product received at his non¬ 
pool plants, with the average butterfat 
content thereof, from dairy farmers, 
from other plants, from such handler's 
own farm, from other handlers, and 
from other sources; 

<b) The total quantity of milk and of 
each milk product moved out of, or on 
hand at. his non-pool plants, the aver¬ 
age butterfat content thereof, and the 
destination of any milk or milk product 
moved out of such plants; 

(c) Information concerning innd , 
buildings, surrounding, facilities, and 
equipment at any of his plants; 

Cd) The current receipts and utiliza¬ 
tion of milk at each of his pool plants; 
and 

(e) Such other information as may be 
necessary for the administration of the 
provisions of this subpart. 


Sec. 54. Verification of reports and 
payments. The market administrator 
shall promptly verify all reports and pay. 
ments of each handler by audit of such 
handler's records and of the records of 
any handler or person upon whose dis- 
po^tlon of milk such handler claims 
classification, and each such handler 
shall, during the usual hotirs of busineas, 
make available to the market adminls. 
trator or his representative such records 
and facilities, of his own or other per¬ 
sons. as will enable the market admin¬ 
istrator to: 

(a) Verify the receipts and disposition 
of all milk required to be reported pur¬ 
suant to sections 50 through 53. and. in 
case of errors or omissions, ascertain the 
correct figures; 

(b) Weigh, sample, and test for but¬ 
terfat content the milk received from 
producers and any product of milk upon 
which classification depends; 

(c) Verify the payments to producers 
prescribed in sections 65 through 67; and 

(d) Verify all claims for payments 
ptirsuant to sections 76 and 77. 

(e) Make inspection of buildings and 
their surroundings, facilities, and equip* 
ment for verification purposes and to 
ascertain what constitutes a plant: Pro- 
vided. That in making verification pur¬ 
suant to all paragraphs of this section, 
in case such verification depends on 
audit of records of handlers under tbs 
New York order, the market administra¬ 
tor may rely on audits made by the ad¬ 
ministrator of the New York order in lieu 
of audit under this section. 

Sec. 65. Retention of records. AH 
books and records reqiUred under this 
subpart to be made available to the mar¬ 
ket administrator shall be retained by 
the handler for a period of three years to 
begin at the end of the calendar sumth to 
which such books and records pertain: 
Provided, That If, within such threc-yesr 
period, the market administrator noUfles 
the handler in writing that the retention 
of such books and records, or of specified 
books and records, is necessary in con¬ 
nection with a proceeding under section 
8c (15) (A) of the act or a court action 
specified In such notice, the handler 
shall retain such books and records, or 
specified books and records, until f urth« 
written notification from the market ad¬ 
ministrator. In either case the market 
administrator shall give further writt^ 
notification to the handler promptlT 
upon the termination of the litigation oi 
when the records arc no longer necessary 
in connection therewith. 

Sec. 58. Base rating plan. The base 
milk of each producer, fox^the purpose oi 
computing the uniform price in scctl^ 
61 and determining rates of payments to 
producers in section 65 shall be deter¬ 
mined by the market administrat<tf. 
storting with the first year this sub^rt 
has been in effect since the prc\^u5 
August 1. in accordance with the foUow- 
ing rules: ^ 

(a) DaOy betse. Each producer s dw 
base to be applied in Majxh. April, aw 
and June sha^ except as provided in (6> 
of this section, be his deliveries of mii* 
to a handler during the previous 5^/" 
the months of August, September, Ocio- 
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bcr and November divided by 122. ex* 
pressed to the nearest pound. The rc- 
ipeclive hxmdler shall calculate each 
daily base and notify producers, or in 
the case of a cooperative association 
Qualifled under section 65. shall notify 
the cooperative association of the dally 
bases not later than 45 days after the end 
of the base making period. 

(b) Bose mtBc. During each of the 
months of March, April, May and June, 
the base milk of each pixducer shall be 
hit deliveries of milk to a handler up to 
the qimntlty obtained by multiplying his 
doily base by the number of days In the 
month: Provided, That upon request in 
writing to the market administrator 
mode not later than December 31, if a 
producer does not deliver milk during 
part of the base making period because 
of fxireme hardship in production con* 
ditions on his farm beyond his control, 
hit dally base shall be determined by 
dividing his total deliveries of milk dur* 
Inc the base making period by the num* 
ber of days on which deliveries were 
made except that such number of days 
ihill not be less than 30. 

(c) Excess milk, Exce« milk shall be 
ill milk delivered by producers to hnn* 
cDers In excess of deliveries of base milk. 

(d) Transfer of daily bases. A dally 
base of a producer determined under 
paragraph (a) of this section fhall be 
considered attached to the producer, the 
farm and the herd of cows Involved in 
producing such base, but may be trans¬ 
ferred by the market administrator, 
upon request by such producer, made in 
writing not later than 15 days prior to 
the desired date of such transfer, under 
the following conditions: 

<1> If the producer moves his herd to 
another farm his daily ba::e may be used 
tm such other farm. 

12) If the producer moves to another 
firm without the herd of cows which 
®»de the dally base, the base remains 
With the farm. 

If the producer sells or otherwise 
®ip06cs of his farm or leases or rents It, 
•Wthcr with the herd of cows which 
produced the daily base, the base may 
ooly be transferred to such other opera¬ 
tor of the farm and herd. 

^rmirorATioif or umroinyr raicg 

Sec, 60. Net pool obligation of han^ 
Milk received from handler’s own 
up to 1000 pounds per day If the 
handler receives no milk from other pro¬ 
ducers or plants, shall not be included 
® the determination of the uniform 
P«oc, and such milk shall be deemed 
aacluded by Uje phrase *’milk received 
jrwa producers'* as such phrare is used 
to this seoUon and in soctions 43, 61, 74, 
77 and 80. 

<a) Determine the classlAcatlon pur- 
•hhnt to sections 30 through 37 of milk 
jwved from producers at each pool 

Subject to adjustment for appro- 
P^tc difierenUals pursuant to sections 
42, mulUply the Class I-C 
by 20 cents per hundredweight, 
^{Jply the remaining milk In each class 
^ w class price, multiply the skim milk 
to the fluid skim diiXercntlal by 
JJ* fltfld skim diXTerential per hundred- 
wc.ght, add together the resulting 


tc) Deduct, In the case of each plant 
where the average butterfat content of 
all milk received from producers is in ex¬ 
cess of 3.5 percent, and add. In the case 
of each plant where the butterfat con¬ 
tent of nil milk received from producers 
Is less than 3.5 percent, the total value 
of the butterfat diflerential applicable 
pursuant to section 67; 

(d) Deduct, in the case of each plant 
nearer the midpoint of the Lincoln Tun¬ 
nel than the 201-210 mile zone, and add. 
in the case of each plant farther from 
the mid-point of the Lincoln Tunnel than 
the 201-210 mile zene. the sum obtained 
by multiplying the milk received from 
producers by the sone differential set 
forth In column C of the scheditle in sec¬ 
tion 42 applicable to the plant; 

(e) Dt^uct the total amount of the 
butter-cheese adjustment computed pur¬ 
suant to Ecotlon 43: 

<f) With respect to milk received from 
producers, deduct 10 cents per hundred¬ 
weight nt plants located at Honcsdale, 
Mllanvllle, and Lookout. Pennsylvania: 
20 cents per hundredweight at plants In 
the marketing area and at plants located 
at Accord. Ellcnvllle, Gardiner, Kysertke, 
New Paltz. Phlnney*8 Crossing, Waliklll. 
and West Ooxsackte. New Yoilc, and In 
the following counties; 

N«w Jersey: Burllnirieo, Runtmlon. Mor- 
rtr. Pairalc. Sofnersst, Sussex, Wsircn. 

New York: Ooluinbis. 

Oonnscttcut; LltohfleUI. 

MsscAchuECtts; BerkuLire. 

Provided, That with rej'ord to the pay¬ 
ments fpeclfled in this section, no pro¬ 
ducer shall be entitled to such payments 
if the milk house on his farm Is located 
outside the above specified counties and 
if such milk house is nearer to a pool 
plant outside such counties than it U to a 
pool plant within such counties or to one 
of the plants individually named In such 
subdivisions. 

(g) Add together the handler’s net 
pool obligation for all plants at which 
milk was received from producers. 

8ZC. 61. Computation of the anf- 
form price. The market administrator 
rhall, on or before the 14th day of each 
month, audit for mathematical correct¬ 
ness and obvious errors the report sub¬ 
mitted for the preceding month by each 
handler. If the unreserved cash bal¬ 
ance in the producer settlement fund to 
be included in the computation is less 
than two cents per hundrcdwciglit of 
milk received from producers on all re¬ 
ports, the report of any handler who has 
not mode payment of the lost monthly 
pool debit accoimt rendered pursuant to 
section 71 shall not be included in the 
computation of the uniform price. The 
report of such handler shall not be In¬ 
cluded In the computation for succeed¬ 
ing months until he has made full pay¬ 
ment of outstanding monthly pool debits. 
Bubject to the oloremenUoned condi¬ 
tions. the market administrator of this 
order and the market administrator of 
the New York order, shall jointly com¬ 
pute the uniform price in the following 
manner: 

<a> Combine into one total the net 
pool obligations of all handlers under this 
order and the New York order; 

(b) Subtract the total of payments re¬ 
quired to be made for such month by 
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section 76 and 4 927.76 of the New York 
order; 

<c) Add to the total pasments required 
to be made by handlers for smeh month 
pursimnt to sections 78 and 79 and tXie 
New York order; 

id) Add the amount of unreserved 
cash in the producer settlement fund: 

<e> Subtract an amount equal to not 
less than eight cents nor more than nine 
cents per hundredweight of milk received 
from producers to provide against the 
contingency of errors in reports and pay¬ 
ments or of delinquencies In payments by 
handlers; under this order and the New 
York order; 

if) Subtract the amounts payable to 
producers under the fourth and fifth 
provisos of section 65 and the New York 
order; 

<g> Subtract the amount of milk on 
which the payments were made to pro¬ 
ducers under the fourth and fifth pro¬ 
visos of section 65 and the New York 
order; 

<h) Subtract the Class I-C milk of all 
handlers whoce reports arc Included in 
this computation from the total milk re¬ 
ceived from producers by all such han¬ 
dlers under this order and the New York 
order; and 

<i> Divide the result obtained in para¬ 
graph (f) of tills section by the result 
obtained in paragraph (h) of this sec¬ 
tion. The result shall be known as the 
uniform price for mJlk containing 3.5 
percent butterfat received from produc¬ 
ers at plants in the 201-210 mUe zone. 

Sec. 62, Announcement of uniform 
price and weiahted average butterfat 
differential. The market administrator 
shall announce, not later than the 14th 
day of each month, the uniform price 
computed pursuant to section 61 and, 
not later than the 5ih day of each 
month, the weighted average butterfat 
differential pursuant to section 67. 

PAYMKNT BY HANDX.tltg OIRBCTLY TO 
PKOOUCCOS 

Sec. 65. Time and rate of payments. 
On or before the 25th day of each month 
each handler slioli make payment to each 
producer for all milk delivered by such 
producer during the preceding month at 
not less than the uniform price subject 
to differentials set forth in sections 66 
and 67: Provided, That each handler 
whlclt is also a cooperative marketing 
association determined by the Secretary 
to be qualified under the Capper-VoLtead 
Act may. with respect to producers who 
are members of and under contract with 
such association, make distribution, in 
accordance with the contract between 
the association and such members, of 
the net proceeds of all its sales in all 
markets in all use classifications. When¬ 
ever verification by the market adminis¬ 
trator of the payment to any producer or 
cooperative association of pnxiucers for 
milk delivered to any handler discloses 
payment of less than is required by this 
subpart, the handler shall make up such 
payment to the producer or cooperative 
association of producers not later than 
the time of tnaking paMnent next fol¬ 
lowing such disclosure: Provided further. 
That if a handler claims that he cannot 
make the required payment because the 
producer is deceased or cannot be lo- 
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cated, or because the cooperative asso* 
elation or Its lawful successor or assignee 
is no longer In existence, such payment 
shall be made to the producer settlement 
fund, and in the event that the handler 
subs^uently locates and pays the pro« 
ducer or a lawful claimant, or In the 
event that the handler no longer exists 
and a lawful claim is later established, 
the market administrator shall make 
such payment from the producer settle¬ 
ment fund to the handler or to the law¬ 
ful claimant as the case may be: Pro¬ 
vided further. That if not later than the 
date when such payment is required to 
be made, legal proceedings have been in¬ 
stituted by the handler for the purpose 
of administrative or judicial review of 
the market administrator's findings upon 
verification as provided above, such pay¬ 
ment shall be made to the producer set¬ 
tlement fund and shall be held in reserve 
until such time as the above-mentioned 
proceedings have been completed, or 
untU the handler submits proof to the 
market administrator that the required 
payment has been made to the producer 
or association of producers, in which 
latter event the payment shall be re¬ 
funded to the handler: Provided further. 
That in paying producers for milk for 
each of the months of March through 
June, the amount of excess-milk deliv¬ 
ered by each producer defined in accord¬ 
ance with section 56 shall be paid for at 
the Class in price, subject to the same 
differentials as provided In sections 66 
and 67: Provided further. That in paying 
any producer who did not regularly sell 
milk during a period of thirty days next 
preceding the elTective date of this sub¬ 
part for consumption In the marketing 
area covered hereby, payments to such 
producer, for the period beginning with 
the first regular delivery by such pro¬ 
ducer and continuing until the end of 
two full calendar months following the 
first day of the next succeeding calendar 
month shall be at the price set forth in 
section 40 (c) less the largest adjustment 
set forth in section 43. 

Sec. 66. Transportation and location 
differentials. The uniform price at any 
plant shall be: 

<a> Plus or minus the differential 
shown In column D of the schedule con¬ 
tained in section 42 for the zone of the 
plant In effect pursuant to section 42: 
and 

(b) Plus the differentials. If any. ap¬ 
plicable pursuant to (927.60 it) plus 
five cents. 

Sec. 67. Butterfat differential. The 
uniform price shall be plus or minus, as 
the case may be. for each one-tenth of 
1 percent above or below 3.5 percent of 
overage butterfat content of milk de¬ 
livered by any producer during any 
month, an amount equivalent to the av¬ 
erage of the butterfat differentials de¬ 
termined pursuant to section 41. for each 
class a^ghted by the pounds of butter- 
fat in the milk in each such class used 
in the computation of the uniform price 
for the preceding month. Such differ¬ 
ential shall be computed to the nearest 
even tenth of a cent. 

Sec. 68. Direct delivery differential. 
The uniform price for milk delivered by 


producers to any plant within the mile¬ 
age zones hereinafter specified and from 
which milk is delivered either to stores 


or consumers or both without passing 
through any other plant shall be plus 
the respective amount set forth for each 


of such zones: 

Mileago xonk 
(miles): 

1-10... 

11-20.^. 

Direct deUvery 
differential {cents 
per hundredweight) 

_ _ 15 

__........ 13*,4 

31-80. . _ 

31-iO. _ 1 _ 

41-60. . 

.. 10*^ 

, _ _ - 0 

81-60............... 

_ 7«/4 

61-70......._.... 

__ 0 

71-60___ 

__ 4^ 

81-00.. 

01-100_ 

_ 3 


PEODUCEt SETTLEMENT FUND AND ITS 
OPEEATION 


Sec. 70. Producer settlement fund. 
The market administrator of this order 
shall, and the market administrator of 
the New York order, shall jointly estab¬ 
lish and maintain a separate fund known 
as "the producer settlement fund" into 
which they shall deposit all payments 
and out of which they shall make all 
payments pursuant to sections 72 
through 79 and the New York order. 

Sec. 71. Handlers* accounts. The 
market administrator shall establish an 
account for each handler who is re¬ 
quired to make payments to the pro¬ 
ducer settlement fund or who received 
payments from the producer settlement 
fund. After computing the uniform 
price and each handler's pool debit or 
credit each month, and at such times 
as he deems appropriate, the market 
administrator shall render each handler 
a sutement of his account showing the 
debit or credit balance, together with all 
debits or credits entered on such han¬ 
dler's account since Uie previous state¬ 
ment was rendered. 

Sec, 72. Payment to the producer set¬ 
tlement fund. On or before the 18th day 
of each month each handler shall make 
full payment of the debit balance. If any. 
of such handler shown on the last state¬ 
ment of account rendered pursuant to 
section 71. 


Sec. 73. Payments out of producer set¬ 
tlement fund. On or before the 20th 
day of each month the market adminis¬ 
trators of this subpart and the New York 
order shall jointly make payment to each 
handler under this subpart and the New 
York order of the credit balance, if any. 
of such handler shown on the last state¬ 
ment of account rendered pursuant to 
section 71 or ( 927.71 of the New York 
order. If. at any such time, the balance 
In the producer settlement fimd is In- 
stifficient to make full payment due to 
each handler, the market administrator 
shall reduce uniformly the payments to 
each handler and shall complete such 
payments as soon as the necessary funds 
are available. No handler who. on the 
25th day of the month, has not received 
such payments in full from the market 
administrator shall be deemed to be in 
violation of sections 65 through 67 if 
he reduces his total payments to pro¬ 
ducers for milk delivered by such pro¬ 
ducers during the preceding month by 


not more than the amount of the reduc¬ 
tion in payment from the producer set¬ 
tlement fund. 

6tc. 74. Handlers* pool debit or credit. 
After computing the uniform price for 
each month, the market administrator 
shall compute each handler's pool debit 
or pool credit as follows: 

(a> Add to each handler's net pool ob¬ 
ligations the value of his Class I-C milk 
at the uniform price. 

(b) Multiply the quantity of milk re¬ 
ceived by each handler from producers 
by the uniform price. 

(c) If the result obtained in paragraph 
(b) of this section is less than the result 
In paragraph (a) of Uiis section, the dif¬ 
ference shall be entered on the handler's 
producer settlement fund account u 
such handler's pool debit. 

(d) If the result obtained In pors- 
graph (b) of this section Is greater than 
the result in paragraph (a) of this sec¬ 
tion. the difference shall be entered on 
the handler's producer settlement fund 
account as such liandler's pool credit 

8kc. 75. Adjustments of errors is pcf- 
ments. Whenever verification by U» 
market administrator of reports or pay- 
ments of any handler discloses errocs 
made in payments to or from the pro¬ 
ducer settlement fund, the market ad¬ 
ministrator shall debit the handler's 
producer settlement fund account for 
any unpaid amount. Whenever veri¬ 
fication discloses that payment is due 
from the market administrator to any 
handler, the market administrator shall 
credit the handler's producer settlement 
fund account for any such amounL 

Sec. 76. Cooperative payments fee 
market-wide services. Payments shall 
be made to qualified cooperatives or to 
federations under the conditions, in the 
manner, and at the rates set forth in this 
section. 

(a) Definitions. As used in this sec¬ 
tion the following terms shall have the 
following meanings: 

<1) "Cooperative" means a coopera¬ 
tive association of producers which b 
dxUy Incorporated under the cooperative 
corporation laws of a State; is quali¬ 
fied under the Capper- Volstead Act (f 
U. S. C. 291 et seq.); has all its acUviUm 
under the control of its members: sm 
has full authority in the sale of it» 
members' milk. 

(2) “FWeratlon" means a federation 
of cooperatives. 

<3> "Federated cooperative" mcaw a 
cooperative which Is a member of a fc^ 
eratlon and on whose membership tw 
federation Is an applicant for or re¬ 
ceives payments under subparagraph iV 
of paragraph (f> of this secUon. 

(4) "Member" means, when used wim 
respect .to a member of a cooperative 
of a federated cooperative, only a 
ber who is also a producer, as deAw ui 
section 6 or f 927.6 of the N. Y. Order. 

(b) Qualified cooperatives and 
ations, A cooperative or federation nw 
submit an application to the market ^ 
ministrator for payments under the 
visions of this sectioiL In 

with the roquirementa of the rules ^ 
regulations issued by the market 
Istrator. any such application sl^ 
elude a written description of w 
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pUcimt’s program for the performance 
of market-wide services, including evi¬ 
dence that adequate facilities and per¬ 
sonnel will be maintained by it so as to 
enable it to perform the market-wide 
jmices: and the application shall con¬ 
tain a statement by the applicant that It 
itU perform the required market-wide 
services for which it is applying for pay¬ 
ments. The application shall set forth 
an necessary data so as to enable the 
market administrator to determine 
vhether it meets the qualiflcatlon re¬ 
quirements with respect to tlie payments 
(or which the application is submitted. 
Fbr the purpose of meeting the minimum 
member^p requirements of 4,000 and 
6.000 speollled in this paragraph, mem¬ 
bers shall include the members who are 
producers as defined in section 76 
and section 76 of the New York order. 
An application shall be approved by the 
market administrator only If he deter¬ 
mines that: 

(1) In the case of n cooperative: 

(1) It has not less than 4,000 members 
ind receives from its members not less 
than 1 cent per hundredweight of milk 
delivered by them: Provided, That no 
person shall be counted in this respect as 
i member if he Is a member of another 
cooperative which Is an applicant for 
or which receives cooperative payments, 
or if he is a member of a federated co¬ 
operative. 

(ii) If the application Is also for an 
additional payment under subparagraph 
<3) of paragraph (f) of ^is section, it 
bos not leas than 6.000 members and 
receives from its members not less than 
1 cent per hundredweight of milk de- 
Ihrercd by them, subject to the proviso 
in subdivision <1) of this subparagraph. 

(ill) If the application is also for an 
iddttlonal payment under subparagraph 
of paragraph (f) of this section, the 
oooperalive is an operating cooperative 
which operates marketing facilities, I. e„ 
pool plant(8), at which It receives at 
least 25 per centum, by weight, of the 
milk marketed by Its members: Provided, 
In determining whether the 25 per 
ocnium minimum requirement is com¬ 
piled with, there shall be excluded the 
milk delivered by a member of the co¬ 
rporative who is a member of another 
cooperative which is an applicant for 
or which receives cooperative pajrmeuts 
on ihc same milk or which is a federated 
oooperativo In a federation which is an 
oppllcant for or receiving cooperative 
payments on the same milk. 

<2) In the case of a federation: 

til It is duly incorporated under the 
mwf of a state, 

Jt has contracts with each of its 
Werated cooperatives under which the 
oooperalives agree to remain In the fed- 
ttalion for at least one year, and such 
^tracts cover or will be renewed for a 
J*wrly period for every subsequent year 
•or Which the federated cooperatives 
to be Included within the member- 
of the federation for cooperative 
Payment purposes. 

<Ui) Its federated cooperatives have 
^ ^sregate of not less than 4,000 mcm- 
and the federated cooperatives re¬ 
vive from ihclr members not less than 
* oent per hundredweight of milk dcllv- 
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cred by them; and iU federated coopera¬ 
tives will pay to the federation, when rc- 
qrilred by rules and regtilations issued by 
the market administrator, the minimum 
monthly payment specihed In the rules 
and regulations to finance the activities 
of the federation that are not market- 
wide In character: Provided, That no 
person shall be counted in this respect 
as a member if he is a member of a co¬ 
operative which is an applicant for or 
which receives cooperative payments, or 
if he Is a member of axK>ther federated 
cooperative. 

(iv> If the application is also for an 
additional payment under subparagraph 
(3) of paragraph (f) of this section, the 
aggregate membership of the federated 
cooperatives is not less than 6,000 mem¬ 
bers and the federated cooperatives re¬ 
ceive from their members not less than 1 
cent per hundredweicht of milk delivered 
by their members, subject to the proviso 
in subdivision (lii) of this subparagraph. 

<v> If the application is also for an 
additiona] payment unedr subparagraph 
<5> of paragraph it) of this section, the 
federation operates marketing facilities, 
L e., pool planKs), or the federated co¬ 
operatives operate marketing facilities, 
at which Is received at least 25 per 
centum, by weight, of the milk marketed 
by the members of the federated coop¬ 
eratives: Provided, That in determining 
whether the 25 per centum minimum re¬ 
quirement is complied with, there shall 
^ excluded the milk delivered by mem- 
bom of a cooperative which is an appli¬ 
cant for or which receives cooperative 
payments on the same milk, or which is 
a federated cooperative in another feder¬ 
ation which is on applicant for or receiv¬ 
ing cooperative pa 3 qncnts on the same 
milk, or which is not meeting the require¬ 
ments of this section applicable to it. 

(3) The applicant cooperative or fed¬ 
eration demonstrates that it has the abil¬ 
ity to perform the market-wdde services 
for which application is made, and that 
such services wrill be performed. 

( 4 ) The applicant cooperative or the 
federated ocoperatives of an applicant 
federation are In no way precluded from 
arranging for the utilization of milk un¬ 
der their respective control so as to yield 
the highest available net return to all 
producers without displacing an equiva¬ 
lent quantity of other producer milk in 
the preferred classification. 

<c) Nofiee of Qualiftcaiion or denial; 
effective date. Upon determination by 
the market administrator that a coopera¬ 
tive or a federation is qumlified to receive 
payment for performance of the market- 
wride services, he shall transmit such de¬ 
termination to the applicant cooperative 
or federation and publiciy announce the 
issuance of the determination. The de¬ 
termination shall be effective with re¬ 
spect to milk delivered on and after the 
first day of the month following issuance 
of the determination. If. after consider¬ 
ation of an application for pa 3 ^nients for 
market-wide services, the market admin¬ 
istrator determines that the cooperative 
or federation is not qualified to receive 
such payments, he shall promptly notify 
the applicant and specifically set forth 
in such notice his reasons for denial of 
the application. 
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(d) Requirements for continued quafU 
fication. From time to time and in ac¬ 
cordance with rules and regulations 
which may be issued by the market ad¬ 
ministrator, each qualified cooperative 
or federation must demonstrate to the 
market administrator that it continues 
to meet the qualification requirements 
for the payments and is fully performing 
the market-wide services for which it is 
being paid. 

Cc) Market^wide services. Each co¬ 
operative or federation shall perform the 
market-wide services enumerated in this 
paragraph. Such services are: (1) An¬ 
alyzing milk marketing problems and 
their solutions, conducting market re¬ 
search and maintaining current informa¬ 
tion as to all market developments, pre¬ 
paring and assembling statistical data 
relative to prices and marketing condi¬ 
tions, and making an economic analysis 
of all such data; (2) determining the 
need for the formulation of amendments 
to the order and proposing such amend¬ 
ments or requesting other appropriate 
action by the Secretary or the market 
administrator in the light of changing 
conditions; (3) participating in proceed¬ 
ings with respect to amendments to the 
order. Including the preparation and 
presentation of evidence at public hear¬ 
ings, the submission of appropriate briefs 
and exceptions, and also participating, 
by voting or otherwise, in the referenda 
relative to amendments; (4) participat¬ 
ing in the meetings called by the market 
administrator, such as meetings with 
respect to rules and regulations issued 
under the order, including activities such 
as the preparation and presenUUon of 
data at such meetings and briefs for 
submission thereafter; (5) conducting 
a comprehensive education program 
among producers—i, e., members and 
non-members of cooperatives — and 
keeping such producers well informed for 
participation in the activities under Uie 
regulatory order and. as a port of such 
program, issuing publications that con¬ 
tain relevant data and information about 
the order and its operation, and the dis¬ 
tribution of such publications to mem¬ 
bers and. on the same subscription basis, 
to non-members who request it, and 
holding meetings at which members and 
non-members may attend; and in 
the case of a cooperative or federation 
which receives an additional payment 
under subparagraph (4) or <S) of para¬ 
graph (f> of this section, operating mar¬ 
keting facilities, or liaviw within its 
membership federated coperalives oper¬ 
ating marketing facilities, L e., pool 
planKs), at which is received at least 25 
per centum, by weight, of the milk mar¬ 
keted by ail the members of the coopera¬ 
tive or by all the members of the 
federated cooperatives* members. 

(f) Rate, computation, time, and 
method of payment, tl) Subject to the 
provisions of paragraph (g) of this sec¬ 
tion, the market administrator, on or 
before the 25th day of each month, shall 
make payment out of the producer set- 
Uement fund, or issue equivalent credit 
therefor, to each cooperative or federa¬ 
tion which is qualified for such payments 
for market-wide services. The payment 
to a cooperative shall be based upon the 
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milk reported by cooperative or proprie¬ 
tary handlers to have been received dur¬ 
ing the preceding month from its mem¬ 
bers. and the payment to a federation 
shall be based upon the milk reported by 
cooperative or proprietary handlers to 
have been received during the preceding 
month from the members of its fed¬ 
erated cooperatives, subject in both in¬ 
stances to adjustment upon verification 
by the market administrator. 

(2) Such payment or credit shall be at 
the rate of 2 cents per hundredweight 
of milk in accordance with subparagraph 
(1) of this paragraph: Provided^ That in 
computing payment to a cooperative, 
there shall be excluded all of the milk of 
Its members who belong to another co¬ 
operative which is an applicant for or 
which receives cooperative payments on 
the same milk or which is a federated 
cooperative in a federation which is an 
applicant for or receiving cooperative 
payments on the same milk: Provided 
further. That In computing payment to 
a federation there shall be excluded all 
of the milk of members of a cooperative 
which is an applicant for or which re¬ 
ceives cooperative payments on the same 
milk, or which is a federated cooperative 
In another federation which is an appli¬ 
cant for or receiving cooperative pay¬ 
ments on the same milk, or which is not 
meeting the reQUlrcmenls of this section 
applicable to it. 

(3) Any cooperative that has at least 
6.000 members and any federation which 
has an aggregate membership of its fed¬ 
erated cooperatives of at least 6,000 
members shall receive a payment, in ad¬ 
dition to the pa 3 mient provided for in 
subparagraph <2) of this paragraph, of 1 
cent per hundredweight of milk In ac¬ 
cordance with subparagraph (1) of this 
paragraph and subject to the provisos 
contained in subparagraph (2) of this 
paragraph. 

< 4 > Any cooperative that operates 
marketing facilities. 1. e.. pool plant(s) 
at which is received at least 25 per 
centum, by weight, of the milk mar¬ 
keted by its members shall receive a 
payment. In addition to the pa 3 rment 
provided for In subparagraph (2) or (3) 
of this paragraph of 1 cent per hundred¬ 
weight of all milk marketed by its mem¬ 
bers in accordance with subparagraph 
(1) of this paragraph; Provided, That 
in computing the payment under this 
subparagraph there shall be excluded 
the milk delivered by a member of the 
cooperative who Is a member of another 
cooperative which is an applicant for or 
which receives cooperative payments on 
the same milk or which is a federated 
cooperative In a federation which is an 
applicant for or receiving cooperative 
payments on the same milk. 

(6 > Any federation that operates mar¬ 
keting facilities, i. e.. pool plant(8). or 
whose members include one or more fed¬ 
erated cooperatives that operate mar¬ 
keting facilities, at which is received at 
least 25 per centum, by weight, of the 
milk marketed by the members of its 
federated cooperatives shall receive a 
payment, in addition to the pasrment 
provided for In subpayagraph (2) or (3) 
of this paragraph, of 1 cent per hun¬ 
dredweight of all milk marketed by such 
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members in accordance with subpara¬ 
graph (1) of this paragraph: Provided, 
That In computing the payment under 
this subparagraph there shall be ex¬ 
cluded the milk delivered by members 
of a cooperative which is an applicant 
for or which receives cooperative pay¬ 
ments on the same milk, or which is a 
federated cooperative in another federa¬ 
tion which is an applicant for or re¬ 
ceiving cooperative payments on the 
same milk., or which is not meeting the 
requirements of this section appUcablo 
to It. 

(6) If an Individually qualified co¬ 
operative is affiliated with a federation, 
the cooperative payment shall be made to 
such cooperative unless Its contract with 
the federation specifies in writing that 
the federation Is to receive the payments. 
Any such contract must authorize the 
federation to receive the payments for at 
least one year and such agreement must 
cover or be renewed for a yearly period 
for every subsequent year for which the 
federation is to receive the payments. 

(g) Disqualification. (1) The mar¬ 
ket administrator shall Issue an order 
wholly or partly disqualifying a previ¬ 
ously qualified cooperative or federation 
for payments authorized pursuant to this 
section and such payments shall not 
thereafter be made to it if he determines 
that: 

(1) The cooperative or federation no 
longer complies with the requirements 
of this section: Provided, That in the 
cose of the federation If one of its fed¬ 
erated cooperatives has failed to comply 
with the requirements of this section ap¬ 
plicable to it or has failed, promptly 
after demand by the market adminis¬ 
trator, to arrange for the utilization of 
milk under its control so as to yield the 
highest available net return to all pro¬ 
ducers without displacing an equivalent 
quantity of other producer milk in the 
preferred classification: the federation 
shall be disqualified only to the extent 
that its qualification for payments or 
the amount of its payments are based 
upon the membership, milk, or opera¬ 
tions of such non-complying federated 
cooperatives; 

(li) The cooperative or federation has 
failed to make reports or furnish records 
pursuant to this section or pursuant to 
rules and regulations issued by the mar¬ 
ket administrator: or 

(ill) In the case of the cooperative. It 
has failed, promptly after demand by the 
market administrator, to arrange for the 
utilization of milk under Its control so as 
to yield the lUghest available net return 
to all producers without displacing an 
equivalent quantity of other producer 
milk In the preferred classification. 

i2> An order of the market adminis¬ 
trator wholly or partly disqualifying a 
cooperative or federaUon shall not be 
Issued until after the cooperative or fed- 
eiwtion has had opportunity for hearing 
thereon following not less than 15 days’ 
notice to it specifying the reasons for the 
proposed disqualifications. If the co¬ 
operative or federation fails to file a 
written request for hearing with the 
market administrator within such period 
of 15 days the market administrator may 
jssuc an order of disqualification without 


further notice: but If within such period 
a request for hearing is filed, the market 
administrator shall promptly proceed to 
hold such hearing pursuant to rules and 
regulations issued by him under para¬ 
graph <l) of this section. 

(3) A disqualificaUon order issued by 
the market administrator shall set forth 
the findings and conclusions on the basis 
of which it is issued. 

(h) Appeals — il> From denials of ap» 
plication. Any cooperative or federaUon 
whose application for qualification has 
been denied by the market administrator 
may. wltliln 30 days after notice of such 
denial, file with the Secretary a written 
petition for review. But the failure to 
file such petition shall not bar the co¬ 
operative or federation from again ap¬ 
plying to the market administrator for 
qualification. 

(2) From disqualification orders, A 
disqualification order by the market ad¬ 
ministrator sliall become final 30 days 
after its service on the cooperative or 
federation unless within such 30-day pe¬ 
riod the cooperative or federation film a 
written petition with the Secretary for 
review thereof. If such petition for re¬ 
view is filed, payments for which the 
cooperative or federaUon has been dJs- 
qualified by the order shall be held in 
reserve by the market administrator 
pending ruling of the Secretary, after 
w'hlch the sums so held In reserve shall 
cither be returned to the producer set- 
Uement fund or paid over to the coop- 
eraUve or federaUon depending on the 
Secretary’s ruling on the petiUon. If 
such peUtlon for review is not filed, any 
payments which otherwise would be 
made within Uie 30-day period following 
issuance of the disqualification order 
shall be held in reserve unUl such order 
becomes final and shall then be returned 
to the producer setUement fund. 

(3> Record on appeal. If an appeal 
Is taken under subparagraph (1) or (3) 
of this paragraph, the market adminis¬ 
trator shall promptly certify to the Sec¬ 
retary the ruling or order appealed from 
and the evidence upon which It was U- 
sued: Proi7ided, ’That If a hearing was 
held the complete record thereof. Includ¬ 
ing the applications. peUUons. and all 
exhibits or other documentary material 
submitted In evidence shall be the record 
60 certified. Such certified material shall 
consUtute the sole record upon.whlch the 
appeal shall be decided by the Secretary. 

(1) Regulations. The market admin¬ 
istrator Is authorized to issue rcgulatloni 
and amendments thereto to effectuate 
the provisions of this section and to fa* 
cilitate and implement the administra¬ 
tion of its provisions. Such regulations 
shall be issued in accordance with the 
following procedure: 

(1) All proposed rules and regulations 
and amendments thereto shall be the 
subject of a meeting called by the market 
administrator, at which all interested 
persons shall have opportunity to be 
heard. Not less than five days prior to 
the meeting, notice thereof and of the 
proposed regulations or amendments 
shall be published in the Peoeial Bxoo- 
TE* and mailed to qualified cooperaU^ 
and federations. A stenographic recoro 
shall be made at such meetings whlcn 
shall be public Information and be avau* 
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able for Inspection at the ofXlce of the 
market administrator. 

(2> A period of at least five days after 
the meeting shall be allowed for the filing 
of briefs. 

(3> All regulations and amendments 
thereto issued by the market adminis- 
trator pursuant to this section must be 
submitted in tentative form to the Secre* 
tary for approval, shall not be effective 
without such approval, and shall be pub* 
Ushod in the Federal Register following 
such approval. The regulations or 
amendments in tentative form shall be 
forwarded also to cooperatives and feder* 
idons qualified under this section and to 
other persons upon request in writing. 
The Secretary shall either approve the 
regulations or amendments thereto sub¬ 
mitted by the market administrator or 
direct the market administrator to recon¬ 
sider the tentative rules or amendments. 
In the event the market administrator 
is directed to give reconsideration to the 
matter, the market administrator shall 
cither issue revised tentative regulations 
or amendments or call another meeting 
pursuant to this section for addltionfil 
consideration of the rules or amend¬ 
ments. 

(j) Renorts and records, A qualified 
cooperative or federation and any feder¬ 
ated cooperative in a qualified federation 
shall make such reports to the market 
administrator as may be requested by 
him for the administration of the provl- 
skms of this section, and shall maintain 
and make available to the market admin¬ 
istrator or his representative such rec¬ 
ords as will enable the market adminis¬ 
trator to verify such reports. 

<k) J<oticcs, demands, orders, etc. 
All notices, demands, orders, or other 
papers required by this section to be given 
to or served upon a cooperative or feder¬ 
ation shall be deemed to have been given 
or served as of the time when mailed to 
the last known secretary of tlie coopera¬ 
tive or federation at his lost known 
address. 

8*c. 77, Cream parents, (a) For 
milk received from producers which is 
classified as Class in pursuant to section 
31 (e) (2) the butterfat from which is 
tubsequently assigned in accordance with 
the provisions of the rules and regula¬ 
tions L^sued by the market administrator 
Pursuant to section 36 to sour cream, half 
and half, or reconstituted cream shipped 
to. received In. or distributed in the mar- 
aoting area, or is not established to have 
otherwise utilized, or to be still In 
•wage, the handler required to file re¬ 
ports pursuant to section 52 shall pay to 
w producer settlement fund or be Issued 
omts against balances due to such han- 
uior from the producer settlement fimd 
an amount equal to 9 cents per pound of 
muterfat if the milk was separate in the 
^nths of March through July, and 10 
per pound of butterfat if the milk 
was separated In the months of August 
‘h^oush February. 

* 0 ) On the basis of reports pursuant 
w section 52 of the utilization of frozen 
weam and the market administrator's 
Investigation and audit of such reports, 
market administrator shall make 
wyment out of the producer settlement 
*uud to the handler filing such reports. 
No. 103- 11 


or issue credit against balances due from 
such handler to the producer settlement 
fund, an amount equal to the butter- 
cheese adjustment on each pound of but¬ 
terfat in such cream which was separated 
in the months of April through Septem¬ 
ber from milk received from producers 
and was assigned. In accordance with 
the provisions of the rules and regula¬ 
tions issued by the market administrator 
pursuant to section 36. to butter in the 
months of January through March. 

1C) With respect to Class 11 milk the 
butterfat from which is on hand at Uie 
plant in the form of cream, or having 
left the plant in the form of cream had 
not been delivered to a plant or pur¬ 
chaser by the end of the period for es¬ 
tablishing classification, but subsequent 
to the end of the period for establishing 
classification such cream Is so handled 
that it would have been classified at a 
plant outside the marketing area In 
Class in pursuant to section 37 le) (1). 
(3), (5). or (6) had such handling oc¬ 
curred during the period for establishing 
classification, the handler who received 
the milk from producers may claim a 
refund by filing a report giving the facts 
with respect to such handling. On the 
basis of verification of such report, the 
market administrator shall make pay¬ 
ment out of the producer settlement 
fund to such handler or Issue credit 
against any balance due from such han¬ 
dler to the producer settlement fund In 
an amount equal to the difference be¬ 
tween the Class 11 and Class III prices 
applicable for the month when the milk 
was received from producers. 

Sic. 78. Payments on milk received 
from dairy farmers at non-pool plants. 
Payments shall be made by handlers to 
producers, through the producer settle¬ 
ment fund, for milk and milk products 
under conditions. In amounts, and by 
the handler pursuant to paragraphs <a) 
through (d) of this section: Provided, 
That for any month In which the volume 
of Class m milk used in the computa¬ 
tion of the uniform price Is less than 15 
percent of the combined volume of the 
Class I'A and Class 11 milk used in such 
computation, the payments set forth in 
this section shall not be required: And 
provided further. That In the case of 
milk received by a handler under this 
subpart from a plant which is a pool 
plant under the ^cw York order, the 
payments set forth In this section shall 
not be required. 

(a) Payments shall be made for milk, 
concentrated fluid milk, fluid milk prod¬ 
ucts, cultured or flavored milk drinks, 
cream, half and half, fluid cream prod¬ 
ucts. and skim milk, which milk or milk 
products meets each of the following 
conditions: 

<1) It was derived from milk received 
at a non-pool plant from dairy farmers 
other than the plant operator. 

<2) It was shipped to. received In. or 
distributed in the marketing area, or was 
received at a pool plant outside the mar¬ 
keting area. 

C3) The milk or milk equivalent of 
the butterfat is classified as Class I-A 
or Class II. or the skim milk would 
subject to the fluid skim differential if it 
were derived from^pool mUk. 


cb) The amounts of payment for the 
products set forth in paragraph (a) of 
this section shall be as follows: 

(1 > If the milk or the milk equivalent 
of the butterfat. or the skim milk Is 
classified and paid for imder another 
order issued pursuant to the act. the 
amount of payment on such products, 
except skim milk, shall be any plus 
amount obtained by subtracting the 
value of the milk or the milk equivalent 
of the butterfat at the class price or 
prices under such order from the value 
computed in accordance with the classi¬ 
fication and pricing set forth in this 
subpart: Previded, That the payment 
shall be at the rates set forth in sub¬ 
paragraph (2) of this paragraph if the 
other order permits the deduction of 
such payment from the amount other¬ 
wise due for such milk pursuant to such 
other order. The amount of payments 
on skim milk shall be an amount com¬ 
puted pursuant to section 44 adjusted 
for the location of the plant. 

(2) If the milk or milk product is de¬ 
rived from milk received from dairy 
farmers at a non-pool plant in the 421- 
425 mile zone, or in some other zone 
nearer the marketing area, the han¬ 
dling of which is not regulated by an 
order Issued pursuant to the act or Is 
regulated by another order as specified 
in the proviso of subparagraph (I) of this 
paragraph, the amount of payment, ex¬ 
cept as otherwise specified in subpara¬ 
graph (4) of this paragraph, shall be the 
dilTerencea between its classified value 
at the Class 1-A or Ute Class U price, 
depending upon its classification, and Its 
value at the Class HI price, such class 
prices to be adjusted for butterfat test 
and the location of the plant at which 
the non-pool milk was originally received 
from farmers: Provided, That for con¬ 
centrated fluid milk, cream, half and 
half, fluid cream products, and cultured 
or flavored milk drinks containing less 
than 3.0 percent or more than 5.0 percent 
butterfat. the payment shall be computed 
on the milk equivalent thereof as so 
classifled. The amount of the payment 
on skim milk (either as skim milk, half 
and half, or in cultured milk drinks) 
shall be the amount computed pursuant 
to section 44 as similarly adjusted for 
location. 

(3) If the milk or milk product is de¬ 
rived from milk received from dairy 
farmers at a non-pool plant farther from 
the marketing area than the 421-425 
mile zone, the handling of which is not 
regulated by another order issued pur¬ 
suant to the act. or is regulated by an¬ 
other order as specified in the provi.v> 
of subparagraph (1) of this paragraph, 
the amount of payments shall be the 
dltference between the value of its 
milk equivalent at the Class 1-A or 
Class n price, depending upon its clas¬ 
sification. and the value of such milk 
at the midwestem condenscry price an¬ 
nounced pursuant to section 46 (b) <9), 
such class prices to be adjusted for the 
location of the plant at which the non¬ 
pool milk was originally received from 
dairy farmers: Provided, That for milk, 
fluid milk products, and cultured or fla¬ 
vored milk drinks containing 3.0 percent 
or more but not more than 5.0 percent 
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of butterfat. the payment shall be the 
difference between the value of such millc 
or milk product at the Class I-A price 
for milk containing 3.5 percent butterfat. 
adjusted for location of the plant, and 
the condensery price. The amount of the 
payment on skim milk (either as skim 
milk, half and half, or in cultiued milk 
drinks) shall be the amount computed 
pursuant to section 44 similarly adjusted 
for location. 

(4) For any month In which the vol¬ 
ume of milk subject to the butter-cheese 
adjustment used In the computation of 
the uniform price is more than 15 percent 
of the combined volume of the Class 1-A 
and Class U milk used in such computa¬ 
tion. the payment req\iired by subpara¬ 
graph (2) of this paragraph shall be in¬ 
creased by the value of tlie milk or milk 
equivalent at the rate of the butter- 
cheese adjustment at the plant where 
the milk was received from dairy 
farmers. 

(5) In computing the milk equivalent 
value of milk or milk products as speci¬ 
fied in this paragraphu such value shall 
be computed on the basis of milk con¬ 
taining 3.5 percent of butterfat. 

(c) Payment for any milk or milk 
product pursuant to this section shall 
be made, on behalf of the handler re¬ 
ceiving the milk from dairy farmers, by 
the appropriate handler as set forth In 
subparagraphs (1) through (3> of this 
paragraph: Provided, That if the mfllr is 
received from a handler under another 
order Issued pursuant to the act, which 
order pi-ovides that the pajrment to the 
producer settlement fund may be de¬ 
ducted from the handler*s obligation 
under the other order, the pa 3 m)ent shall 
be made by the handler subject to the 
other order regardless of the provisions 
of subparagraphs (I) through (3) of this 
paragraph: 

(1) By the handler first receiving the 
milk or milk product at a pool plant out¬ 
side the marketing area. 

(2) By the handler operating the plant 
where the milk or milk product Is first 
received in the marketing area if the 
milk or milk product is not received at a 
pool plant outside the marketing area. 

(3) By the handler operating the plant 
from which the milk or milk product was 
moved into the marketing area if such 
milk or milk product is neither received 
at a pool plant outside the marketing 
area nor at a plant in the marketing 
area. 

(d) The amount due pursuant to this 
section shall be entered^on the handler’s 
account as a debit immediately after the 
filing of the report pursuant to section 
50. or If the handler fails to file such re¬ 
port. such amount shall be entered on the 
handler’s account in accordiuice with 
section 75. 

Sec. 79. Payments on milk or milk 
products the source of which is nof estate 
Ushed. Payments shall be made by han¬ 
dlers to producers through the producer 
settlement fund, for milk and milk prod¬ 
ucts under conditions, in amounts, and by 
the handler pursuant to paragraphs (a) 
through (d> of this section. 

(a) Payments shall be made for milk, 
concentrated fluid milk, fluid milk prod¬ 
ucts. cultured or flavored milk drinks. 
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cream, half and half, fluid cream prod¬ 
ucts. and skim milk which milk or milk 
product meets each of the following 
conditions: 

< 1 > It was derived from milk for which 
the farm source is not established. 

(3) It w'as shipped to. received in. or 
distributed in the marketing area, or was 
received at a pool plant. 

(3i If first found at a non-pool plant, 
the milk or milk equivalent of the butter¬ 
fat is classified as Class I-A or Class n, 
or the skim milk Is subject to the fluid 
differential. 

(b) The amounts of payment for the 
product set forth In paragraph (a) of 
this section shall be as follows; 

(1) For milk, concentrated fluid milk, 
fluid milk products, or cultured or fla¬ 
vored milk drinks containing 3.0 percent 
or more but not more than 5.0 percent 
of butterfat, the value of such milk, fluid 
milk products, cultured or flavored milk 
drinks, or the milk equivalent of such 
concentrated fluid milk at the class price 
at the plant where first found. 

(2) For cream, half and half, fluid 
cream products, or cultured or flavored 
milk drinks containing less than 3.0 per¬ 
cent or more than 5.0 percent of butter¬ 
fat. the value of the milk equivalent of 
such product at a rate per hundredweight 
computed pursuant to section 40 (c) (1) 
adjusted by the differential set forth In 
column C in the table In section 42 for the 
zone of the plant at which first found. 

(3) For skim milk In a form subject 
to the fluid skim milk differential, the 
value at a rate per hundredweight com¬ 
puted as follows: divide the amount com¬ 
puted pursuant to section 40 (e) (2) by 
0.9125, add an amount computed pursu¬ 
ant to section 44. and adjust the result 
by the differential set forth in column B 
in the table In section 42 for the zone of 
the plant where first found. 

(4) For skim milk in a form not sub¬ 
ject to the fluid skim milk differential, 
Uie value at a rate per hundredweight 
computed as follows: divide the amount 
computed pursuant to section 40 (e) (2> 
by 0.9125. 

(5) In computing the milk equivalent 
value of products as specified in this 
paragraph, such value shall be computed 
on the basis of milk containing 3.5 per¬ 
cent of butterfat. 

<c) Payment for any milk or milk 
product pursuant to^his section shall be 
made, on behalf of the handler receiving 
the milk from dairy fanners, by the ap¬ 
propriate handler as set forth in the sub- 
paragraphs (1) through <3) of this 
paragraph: 

(1) By the handler first receiving the 
milk or milk product at a pool plant out¬ 
side the marketing area. 

(2) By the handler operating the plant 
where the milk or milk product Is first 
received in the marketing area If the 
milk or milk product Is not received at a 
pool plant outside the marketing area. 

(3) By the handler operating the plant 
from which the milk or milk product was 
moved into the marketing area If such 
milk or milk product is neither received 
at a pool plant outside the marketing 
area nor at a plant in the marketing area. 

(d) The amount due pursuant to this 
section shall be enterg^ on the handler's 
account as a debit immediately after the 


filing of the report pursuant to section 
50, or if the handler fails to file such re¬ 
port. such amount shall be entered on the 
handler's account in accordance with 
section 75. 

ExrcKst or administration 

Stc. 80. Payment bp handlers. As his 
pro rata share of the expense of admin¬ 
istration of this subpai^ each hanger 
shall, on or before the 18th day of each 
month, pay to the market administrator 
a sum not exceeding 4 cents per hundred¬ 
weight on the total quantity of milk 
which was received from producers at 
plants operated by such handler, directly 
or at the instance of a cooperative asso¬ 
ciation of producers, the exact amount to 
be determined by the market adminis¬ 
trator subject to review by the Secretary. 
This section shall not be deemed to du¬ 
plicate any similar pajrment by any han¬ 
dler under an order Issued by (appro¬ 
priate authorities of the State of New 
Jersey), with respect to the marketing 
area. Whenever verification by the 
market administrator discloses an error 
In the pa>Tnent made by any handler, 
such error shall be adjusted not later 
than the date next following such dis¬ 
closure on which payments are due pur¬ 
suant to this section. 

MISCXLLAKEOUS 

8cc. 85. Termination of bbUoalions, 
The pnn^lsions of this section shall apply 
to obligation under this subpart for 
the" payment of money irrespective of 
when such obligation arose, except an 
obligation involved In an action before a 
court. 

(a) The obligation of any handler to 
pay money required to be paid under tho 
terms of this subpart shall, except as 
provided in paragraphs (b) and (c) of 
this section, terminate two rears after 
the last day of the calendar month dur¬ 
ing which the market administrator re¬ 
ceives the handler’s utilization report 
on the milk Involved in such obligation, 
imless within such period the market 
administrator notifies the handler in 
writing that such money Is due and pay¬ 
able. Service of suen notice shall be 
complete upon mailing to the handler’s 
last known address, and it shall contain, 
but need not be limited to, the following 
information: 

(1) The amount of the obligation: 

(2) The monthCs) during which the 
milk, with respect to which the obligation 
exists, was received or handled: and 

(3) If the obligation is payable to one 
or more producers or to an association of 
producers, the name of such producer (s) 
or association of producers, or if the 
ligation is payable to the market ad* 
ministrator, the account for which it is 
to be paid. 

(b) If a handler fails or refuses, with 
respect to any oUigatlon under this 
subpart, to make available to the mark(^ 
administrator or his representatives all 
books and records required by this sub¬ 
part to be made available, the market 
administrator may. within the two-year 
period provided for in paragraph (a) 
this section, notify the handler in wiiiing 
of such failure or refusal. If the markH 
administrator so notifies a handler, w 
said two-year period with respect to such 
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oldifration ahall not begin to run until 
the tlrst day of the calendar month foN 
lowing the month during which all such 
books and records pertaining to such 
ohlisation are made available to the 
market administrator or his representa¬ 
tives. 

(c> Notwithstanding the provisions of 
paragraphs (&) and (b) of this section, 
a handler's obligation under this aubpart 
to pay money shall not be terminated 
with respect to any transaction involving 
fraud or willful concealment of a fact, 
material to the obligation, on the part 
of the handler against whom the obliga¬ 
tion is sought to be imposed. 

<d) Any obligation on the part of the 
omrket administrator to pay a handler 
any money which such handler claims 
to be due him under the terms of this 
subpart shall terminate two years after 
the end of the calendar month during 
which the milk involved in the claim was 
received (or with respect to storage cream 
payments pursuant to section 77 (b), two 
years after the end of the calendar 
month during which such cream is 
utilized) if an underpayment is claimed, 
or two years after the end of the calendar 
month during which the payment (in¬ 
cluding deduction or set-olT by the mar¬ 
ket administrator) was made by Uie han¬ 
dler If a refund on such payment is 
tlatmed, unless such handler, within the 
applicable periods of time, flies pursuant 
to section Be (15) (A) of the act. a peti¬ 
tion claiming such money. 

Bzc. 86. Continuing cbligatUm of han- 
Unless otherwise provided by the 
Secretary in any notice of amendment, 
termination, or suspension of any or all 
of the provisions of this subpart, such 
•mendment, termination, or suspension 
•ball not affect, waive, or terminate any 
hsht. duty, obligation, or liability which 
diall have risen or may thereafter arise 
in connection with any provision of this 
•ubpart; release or w^aive any violation 
of tills subpart occurring prior to the 
effective date of such amendment, ter¬ 
mination. or suspension; or affect or 
Impair any rights or remedies of the 8cc- 
tetary or of any other person with re¬ 
spect to any such violations. 

Sic. 87. Continuing potcer and duty of 
^ket administrator. The market ad- 
mlnhtrator shall (a> continue In such 
capacity until discharged by. the Secre- 
Imy; (b) from time to time account for 
^ receipts and disbursements and de¬ 
liver all funds or property on hand, to- 
tether with the books and records of 
we market administrator, to such per- 
as the SecretAi*y shall direct; and 
<c) if so directed by the Secretary exe- 
cute such assignments or other Instru¬ 
ments necessary or appropriate to vest In 
•vich person full title to all funds, prop¬ 
erty. and claims vested In the market 
administrator pursuant to this subpart. 

file. 83. Liguidation, Upon the ter- 
imnation or suspension of this subpart, 
we market administrator shall. If so dl- 
jvcled by the Secretary, liquidate the 
business of the market administrator's 
emee and dispose of all funds and prop¬ 
erty then In his possession or under his 
^trol. together with claims for any 
which are impaid and owing at 


the time of such termination or sus¬ 
pension. Any funds collected for. ex¬ 
penses pursuant to the provisions of this 
subpart over and above the amounts 
necessary to meet outstanding obliga¬ 
tions and the expenses necessarily in¬ 
curred by the market administrator in 
liquidating the business of the market 
administrator's office shall be distributed 
by the market administrator to handlers 
in an equitable manner. 

Ssc. 89. Agents- The Secretary may, 
by designation in writing, name any of¬ 
ficer or employee of the United States to 
act as his agent or representative in 
connection with any of the provisions 
of this subparU 

Stc. 90. Whenever the Secretary calls 
a public hearing to consider amend¬ 
ments to this subpart he shall also 
simultaneously call a public hearing to 
consider the same afnendments to the 
New York order or promptly announce 
his determination that such a hearing 
with respect to the New York order 
should not be held, together with reasons 
for such determination. 

Terms and provisions of New York 
Order No. 27, as amended, including 
proposed amendments to coordinate with 
proposed Northern New Jersey order, 

DErXKlTIONS 

S 927.1 Act. •'Acf means Public Act 
No. 10. 73d Congress, as amended and as 
reenacted and amended by the Agricul¬ 
tural Morketing Agreement Act of 1937, 
as amended. 

I 927^1 Secretary. •'Secretary** means 
the Secretary of Agriculture or any of¬ 
ficer or employee of the United States 
who Is, or who may hereafter be. author¬ 
ized to exercise the powers and to per¬ 
form the duties of the Secretary of 
Agriculture. 

I 927.3 Marketing area. •T^ew York 
metropolitan milk marketing area** 
(hereinafter called the **markcUng 
area**) means all territory within the 
boundaries of the city of New York, the 
counties of Nassau. Rockland. Orange. 
Sullivan, Ulster, Dutchess. Putnam, Suf¬ 
folk (except Fisher's Island), and West¬ 
chester. all In the state of New York to¬ 
gether with all piers, docks, and wharves 
connected therewith and all craft moored 
thereat, and Including territory within 
such boundaries which is occupied by 
government (Municipal. State. Federal, 
or International) reservations, installa¬ 
tions. institutions, or other establish¬ 
ments. 

S 927.4 Person. **Person** means any 
Individual, partnership, corporation, as¬ 
sociation, or any other business unit. 

9 9273 Dairy farmer. "Dairy farmer** 
means any person who produces milk. 

5 927.6 Producer, **Produccr'* means 
any dairy farmer whose milk Is delivered 
direct from farm to a pool plant. 

1 927.7 Handler. •'Handler** means 
(a) any person who engages in the han¬ 
dling of milk or products therefrom, 
which milk was received at a pool plant, 
or at a plant approved by any health au¬ 
thority as a source of milk for the mar¬ 
keting area. <b) any person who engages 


In the handling of milk, concentrated 
fluid milk, cultured or flavored milk 
drinks, cream, half and half, or skim 
milk, all or a portion of which is shipped 
to, or received in. the marketing area, 
or (c) any cooperative association of 
dairy farmers with re8i)ect to any milk 
which it causes to be delivered from dairy 
farmers to a iKxd plant of any other 
handier for the account of such associa¬ 
tion and for which such association re¬ 
ceives payment. 

S 927.8 Plant. "Plant** means the 
land, building, surroxmdlngs, facilities, 
and equipment, or vehicle whether 
owned or operated by one or more per¬ 
sons. constituting a single operating unit 
or establishment for the receiving, and 
sampling and handling, or processing of 
milk or milk products as determined by 
the market administrator. 

f 927.9 Pool plant. ‘'Pool plant** 
means any plant which Is designated as 
a pool plant pursuant to sections 20, 22. 
25 or 27 provided a vehicle shall not bo 
designated as a "pool plant** unless 
operated by a person who is defined as a 
"handler" because of other operations. 

1927.10 * Market administrator, 
••Market administrator** means the 
agency, which is described in 99 927.15 
through 927.18. for the administration of 
this subpart. 

9 927.11 Northern New Jersey, 
••Northern New Jersey** means the fol¬ 
lowing counties in the State of New 
Jersey: 

Hunterdon. PaosiUe. 

Illddletex. SomerBet. 

XfonmouUi. Sussex. 

Monij. Warren. 

or such parts thereof os arc not in the 
North Jersey marketing area, defined 
under the federal order regulating the 
handling of milk in the Northern New 
Jersey Marketing Area. 

9 927.11 North Jersey order, •'North 
Jersey order" means any order Issued by 
the Secretary regulatlJ^ the handling 
of milk in the Northern New Jersey mar¬ 
keting area. 

MAXKrr AOICIKISTRATOR 

9 927.15 Selection, removal, and bond. 
The agency for the administration of this 
subpart shall be a market administrator 
who shall be a person selected and sub¬ 
ject to removal by the Secretary. The 
market administrator shall, within 45 
days following the date upon which he 
enters upon his duties, execute and de¬ 
liver to the Secretary a bond, condi¬ 
tioned upon the faithful performance of 
his duties. In an amoimt and with surety 
thereon satisfactory to the Secretary. 

9 927.16 Compensation. The market 
administrator shall be entitled to such 
reasonable compensation as shall be de¬ 
termined by the Secretary. 

I 927.17 Powers. The market admin¬ 
istrator shall have the following powers: 

(a) To administer the terms and pro¬ 
visions of this subpart: including JoUit 
administration with the market admin¬ 
istrator of the North Jersey order of 
19 927.35, 027.36. 627.47, 027.54. 927.61, 
927.70 and 927.73 and sections 35. 36, 47. 
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54. 61, 70 and 73 of the North Jersey 
order; 

(b) To make rules and regulations to 
effectuate the terms and provisions of 
this sub^irt; 

(c) To receive, investigate, and report 
to the Secretary complaints of violations 
of this subpart; and 

(d) To recommend to the Secretary 
amendments to this subpart. 

I 937.18 Ditties. The market admin¬ 
istrator, In addition to the duties herein¬ 
after described, shall: 

(a> Keep such books and records as 
will clearly reflect the transactions pro¬ 
vided for In this subpart; 

(b) Submit his books and records to 
examination by the Secretary at any and 
all times; 

<c) Pumlsh such Information and 
such verified reports as the Secretary 
may request: 

(d> Obtain a bond with reasonable se¬ 
curity thereon covering each employee 
who handles funds entrusted to the 
market administrator; 

(e) Publicly disclose, after reasonable 
notice, the name of any person who has 
not made reports pursuant to If 927.50, 
927.51, and 927.63. or made payments 
required by 41927.65, 927.66. 927 67. 
927.72, 927.75. 927.77, 927.78, 927.79, and 
927 80: 

(f) Prepare and disseminate for the 
benefit of producers, comaimcrs, and 
handlers such statistics and information 
concerning the operation of this sub¬ 
part. as amended, as do not reveal con¬ 
fidential information; 

(g) Employ and fix the compensation 
of such persons as may be necessary to 
enable him to administer the terms and 
provisions of this subpart; 

<h) Pay out of the funds received pur¬ 
suant to I 927 80 the cost of his bond 
and of the bonds of such of his employees 
as handle funds entrusted to the market 
administrator, his own compensation, 
and all other expenses which will neces¬ 
sarily be Incurred by him for the main¬ 
tenance and functioning of his ofilce and 
the performance of his duties; 

(i) Maintain a main office and such 
branch offices as may be necessary; 

(j) Promptly notify a handler, upon 
receipt of the handler's written request 
therefor, of his determination; as to 
whether one or more plants exist at a 
specified location, as to whether any 
specified Item constitutes a part of the 
handler's plant, or as to which plant a 
specified item is a part In the event that 
the particular premises in question con¬ 
stitutes more than one plant; Provided, 
That If the request of the handler is for 
revision or affirmation of a previous de¬ 
termination. there is set forth In the 
request a statement of what the handler 
believes to be the changed conditions 
which make a new determination neces¬ 
sary. If a handler has been notified in 
writing of a determination with respect 
to an establishment operated by him. any 
revision of such determination shall not 
be effective prior to the date on which 
such handler Is notified of the revised 
determination; and 

(k) Cooperate with the market ad¬ 
ministrator of the North Jersey order to 
achieve coordination of this order and 
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the New York order and to effectuate the 
declared purposes of the act. 

rooL PLiiirrs 

ff 937.20 Initial designation. Any 
plant for which the report of milk re¬ 
ceived from dairy farmers was used in 
the computation of the uniform price for 
November 1955 and which was a pool 
plant by designation under 44 927 20 
through 927.26 of Order No. 27 is hereby 
designated as a pool plant until such 
designation Is cancelled pursuant to sec¬ 
tions 24 or 25. In addition any plant 
which had 80 percent of the milk it re¬ 
ceived in each of the preceding months 
of July, August. October, November and 
December used as fluid milk in the mar¬ 
keting area shall be so designated 
subject to the same cancellation. Appli¬ 
cations shall be addressed to the Secre¬ 
tary and filed at the office of the market 
administrator. 

4 927.21 Eligible applicants. Any per¬ 
son who operates a plant which is either 
approved as a source of milk by a health 
authority in the marketing area at the 
time of application and under the sani¬ 
tary supervision of such authority, or 
was a pool plant during the preceding 
October. November, and December, and 
which had 80 percent of the milk it re- 
cel\H?d from producers In each of the 
preceding months of July. August, Octo¬ 
ber. November and December classified 
as I-A by actual utilization, rather than 
assignment or selection of classification 
and without displacing other milk, may 
apply to the Secretary prior to January 
1 of any year to have such a plant desig¬ 
nated as a pool plant: Provided, That if 
50 percent or more of the dairy farmers 
delivering milk at such plant deliver such 
milk for the account of a cooperative as¬ 
sociation which does not operate the 
plant but for which milk such associa¬ 
tion receives payment, an application 
must be made by such cooperative asso¬ 
ciation as well as by the person operating 
the plant. 

4 927.22 Designation upon appUca^ 
Hon. Any plant for which an applica¬ 
tion has been made pursuant to 4 927.21 
shall be designated as a pool plant upon 
determination by the Secretary that the 
requirements of 4 927.23 are being met. 
Such designation shall be effective as of 
PCbruary 1 foDowing the date of appli¬ 
cation and until cancelled pursuant to 
4 927.24. If, based upon the informa¬ 
tion contained in an application filed 
pursuant to 4 927.21, the Secretory de¬ 
termines that Uie requirements of 
1927.23 are not being met. the applicant 
or applicants shall be so notified. Within 
15 days after receipt of such notice, t^e 
applicant or applicants may submit addi¬ 
tional information and request further 
conaideration. Prior to the issuance of 
the determination of the Secretory, an 
application may be withdrawn by writ¬ 
ten request of the applicant or appli¬ 
cants. In the event that no determina¬ 
tion is made by the Secretary prior to 
Pebruary 1. the effective date of the des¬ 
ignation, upon written request of the 
applicant or applicants prior to the issu¬ 
ance of a determination, shall be de¬ 
ferred until the first of the month fol¬ 
lowing the date of such detenninatiofi. 


If the application Is not so withdrawn, 
or the effccti>^ date of designation ii 
not so deferred, the plant shall be treated 
as a pool plant as of February 1: Pro* 
vlded. That all payments into or out of 
the producer settlement fund (except 
such payments which are made on the 
basis of operations during a month in 
which a plant meets the requirements of 
f 927.27) shall be held in reserve by the 
market administrator until a determina¬ 
tion is made. 

1927.23 Requirements. In order to 
qualify as a pool plant pursuant to 
44 927.20.927.22, or 927.25. the person op¬ 
erating the plant shall meet each of Uie 
following requirements: 

(a) Be willing to ship in the form of 
milk to the marketing area, milk re¬ 
ceived at the plant from dairy 
farmers; 

(b) Keep such control over the sani¬ 
tary condition^ imdcr which milk re¬ 
ceived at the plant is produced and 
handled, that the plant can meet the re¬ 
quirements of a source of milk for the 
marketing area: Provided, That approve 
by a health authority of the plant as a 
source of milk for the marketing area 
shall constitute sufficient evidence that 
this requirement is being met even 
thotigh such approval is restricted to pro¬ 
hibit shipment to the marketing area cl 
milk for specified periods during which 
permission is given by such health au¬ 
thority for receiving unapproved milk 
or skim milk at the plant or for ship¬ 
ment of approved skim milk from such 
plant; and 

. (c) Have no commitments for dispo¬ 
sition of milk that prevent him from 
utilizing milk as set forth in 4 927.24 (g). 

(d) In the case of plants designated 
pursuant to §937.22, such plants con¬ 
tinue to ship 80 percent of the milk re¬ 
ceived at the plant each year In accord¬ 
ance with the classification requirements 
of 4 927.21. 

4 927.24 Suspension and cancfUatioii 
of designation. The designation of a 
pool plant pursuant to 44 927.20. 92722. 
or 927.25 may be suspended or cancelled 
under any of the following provisions: 

(a) Tlie designation shall be cancelled 
upon application to the market admin¬ 
istrator by the handler operating the 
plant effective at any time but not sooner 
than 30 days after receipt of such ap¬ 
plication: Provided, That such applica¬ 
tion for cancellation shall be accom¬ 
panied by proof that the handler. If not 
a cooperative association qualified pur¬ 
suant to 4 927.76. has noUfled any quali¬ 
fied cooperative association which has 
any members who deliver milk to such 
plant, and has notified individually ail 
producers delivering to such plant who 
are not members of such qualified coop¬ 
erative association, of his intention to 
make such application: Provided further. 
That if 50 percent or more of the pro¬ 
ducers deli\*cring milk at such plant de¬ 
liver such milk for the account of a co¬ 
operative association which docs not 
operate the plxmt, but for which milk 
such association receives payment, an 
application must be made by such co¬ 
operative association as well as by the 
handler operating the plant. 
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(b) The desiccation of any plant 
vbich on December 15 of any year is not 
•{^proved by a health authority as a 
loarce of inilk for the marketing area 
ciuUl be automatically cancelled elTccUve 
on February 1 of such year unless the 
tteence of such approval is a temporary 
coition covering a period of not more 
Uun 15 days: Provided, That the desis- 
flstlon of a plant approved by a health 
inUiority as a source of milk for the 
marketing area, even though such ap- 
moral it restricted to prohibit shipment 
to Uie marketing area of milk for speci¬ 
fied periods during rrhich permission is 
firen by such health authcrlty for rc- 
edring unapproved milk or skim milk at 
tbe plant or for shipment of approved 
Aim milk from such plant, shall not be 
cancelled pursuant to this provisiom 
This provision does not prevent a han¬ 
dler from applying pursuant to i 927^1 
tor t new designaticn effective on Decem¬ 
ber 1 of the same year. 

(c) The designation of any pTant shall 
be suspended, effective no sooner than 10 
dtyi nor later than 20 days after the date 
of mailing of notice, by registered letter, 
to the handler, whenever the market ad- 
minisirator. subject to the limitations set 
forth in paragraph (g) of this section, 
finds on the basis of available informa¬ 
tion that the handler operating the plant 
knot meeting the requirements ret forth 
in 1927^: Provided, That if the handler 
operating the plant is not a cooperative 
sssoeiation qualified pursuant to f 927.76, 
tbe market administrator shall also no¬ 
tify any qualified cooperative association 
which has any members who deliver milk 
to mch plant, and shall notify Indivld- 
noDy all producers delivering to such 
plant who are not members of such qunll- 
fiod cooperative association, of such sus- 
pttulon of designation. 

(d) In the case of the suspension pur- 
wanl to this section of the designation 
cf one or more plants for failure to meet 
Ihc requirements of | 927.23 (a) or (c). 
the handler operating such plant may 
•dtet. prior to the effective date of such 
•wpenslcn. some other pool plant or 
PjMJts to be substituted for the plant or 
wants suspended if. during the preccd- 

month, the quantity of milk received 
'rom producers at such substituted plant 
or plants was not less than the quantity 
Of milk received from producers at the 
•i«Ponded plant or plants. The handler 
Jay aho select the order in which plant 
®o«ignaticns are to be cancelled In the 
went Of a later determination by the 
«ocretary cancelling the designation of 
•wnc but not all of the plants suspended. 

ic) Not later than 10 days after the 
Jiactive date of suspension of designa- 
won nunuant to this section, the handler 
JPjwting the plant may apply to the 
«whiry for a review. If the handler 
Jus to so apply for such review, the 
”2^5®®tion of the plant as a pool plant 
be cancelled as of the effective date 

^0 suspension. If the handler does 
^ spply. the Secretary shall, after re- 
cither determine that the requlre- 
’dents set forth in f 927.23 have been met 
order the suspension revoked, or de- 
l^wmlne that such reouirements have not 
met and order the designaUon can- 
c<lled as of the effective dale of the 
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suspension: Provided, That, if the Secre¬ 
tary has made no determination within 
two months after the end of the month 
in which the suspension was made effec¬ 
tive, but later orders the designation 
cancelled, such cancellation shall be ef¬ 
fective as of the first of the month follow¬ 
ing the date of such determination. 

(f) Beginning with the effective date 
of a suspension pursuant to this section, 
and until the Secretary has .either or¬ 
dered the designation cancelled or or¬ 
dered the sxispension revoked, the plant 
shall be treated os a pool plant: Pro- 
vided. That all payments into or out of 
Uie producer settlement fund (except 
such payments on the bools of operations 
during a month in which the plant meets 
tlie requirements of $ 927.27), shall be 
held in re:crvc by the market adminis¬ 
trator until an or Jer is issued by the Sec¬ 
retary, but not lonscr than two months 
after the end of the month in which the 
su::p 2 nslon wns made effective. 

(g> No pool plant designation shall be 
susiMmded for failure to meet the re¬ 
quirements of I 927.23 (a) except imder 
the following conditions: 

(1) A meeting has been held, no sooner 
than three days after nctioe by the mar¬ 
ket administrator to all handlers operat¬ 
ing pool plants designated pursuant to 
H 027.20, 927.22. or 927.25, for considera¬ 
tion of the desirable utilization of milk 
received from producers during a period 
ending not later than the end of the 
second month after the month during 
which such meeting Is held. 

(2) There has been issued by the mar¬ 
ket administrator, following such meet¬ 
ing. and mailed to all handlers operating 
pool plants designated pursuant to 
il 927.20, 02722, or 927.25 the market 
administrator's determination of Uie de¬ 
sirable utilization of milk received from 
producers each month during all or a 
part of the period set forth in subpara¬ 
graph (1) of this paragraph. Such de- 
terminatioo shall include a schedule set¬ 
ting forth, by months, the desired mini¬ 
mum percentage of milk received from 
producers to be utilized in specified 
classes. Such specified dosses shall In¬ 
clude Class I-A. and Class I-C to the 
extent of 50 percent of the milk received 
by a handler from producers which is 
ultimately distributed in the State of 
New York, in New Jersey, in Fairfield 
County, Connecticut, or in Pennsylvania 
outside the counties of Allegheny, Beaver. 
Fayette. Greene, Washington, and West- 
morelimd. In addition, such specified 
classes may include all or a part of Class 
n and other I-C. ^ 

(3) 1 he market administrator finds on 
the basis of available information that 
the handler operating a plant or the 
cooperative reix)rUng a plant is not uti¬ 
lizing milk received from producers in 
accordance wUh the minimum percent¬ 
age set forth in the determination of tho 
market administrator previously an¬ 
nounced pursuant to subparagraph C2> 
of this paragraph: Provided, That the 
suspension of the pool plant designation 
of a plant may be made effective during 
the months of November and December 
If the market administrator finds that 
the handler Is utilizing any milk received 
from producers in classes other than 
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those set forth in the determination of 
the market administrator announced 
pursuant to subparagraph (2) of this 
paragraph. 

th> The cancellation of pool plant des¬ 
ignations for failure to meet the require¬ 
ments of {927.23 (a) slioll be subject 
to the following conditions: 

(1) No pool plant designation shall be 
cancelled if the handler operating the 
plant utilized the milk received by him 
at all pool plants from producers during 
tho month in which the suspension is 
made effective in accordance with the 
minimum percentage set forth in the 
determination of Uie market adminis¬ 
trator announced pursuant to paragraph 
(g) (2) of this secUon. 

(2) No pool plant designation shall be 
cancelled if the handler operating the 
plant utilized in the specified classes set 
forth in tho determination of the mar¬ 
ket administrator announced pursuant 
to paragraph (g) (2) of this secUon a 
percentage of Uie total milk received 
by him at all pool plants from producers 
during the month in which the suspen¬ 
sion is mode effective which Is not less 
than the percentage of the total milk 
reported by ail handlers to have been 
received from producers during such 
month which was reported to have been 
used in the specified classes: Provided, 
That the limltaUon as to quanUty and 
area set forth In the dctermlnaUon of 
the market administrator announced 
pursuant to paragraph (g) (2) of this 
section sliall apply in computing the 
utllizaUon percentage of the Individual 
handler but shall not apply in comput¬ 
ing the uUlization percentage of oil 
handlers. 

(3) In the event that an milk received 
from producers at a plant is reported to 
the market administrator by a coopera¬ 
tive association qualified pursuant to 
I 927.16, and such association pays the 
producers for such milk, the pool plant 
designation of sucli plant shah not be 
cancelled if a percentage of aU milk re¬ 
ported by such cooperative association is 
utilized In accordance with the minimum 
percentage set forth in the determination 
of the market administrator announced 
pursuant to paragraph (g> C2) of this 
section, or In accordance with the per¬ 
centage set forth in subparagraph (2) 
of this paragraph. 

( 4 ) Cancellation of designations shall 
be limited to thoee plants necessary to 
result in a nlillzation of milk received 
at the remaining pool plants operated by 
the handler, or reported by the coopera¬ 
tive. as the case may be. in accordance 
with Uie minimum percentage set forth 
In the determination of the market ad¬ 
ministrator announced pursuant to para¬ 
graph (g) (2) of this secUon. 

(11 Loss of approval by health authori¬ 
ties of a plant as a source of milk for 
the marketing area may in Itself con¬ 
stitute adequate reason for the market 
administrator to suspend the designation 
of a plant for failure to meet tho re¬ 
quirements of I 927.33 <b>. only if the 
absence of such approval continues for 
more than 15 days. 

1927.25 Plant replacements, A plant 
may be designated at any time as a pool 
plant upon application made by the per- 
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son operating the plant to the Secretary 
showing that the plant is a replacement 
for one or more pool plants designated 
pursuant to SS 927^0. 927.22. or this sec* 
lion which are operated by him and that 
substantially all of the dairy farmers de* 
liverlng milk at the plant previously de¬ 
livered milk to the pool plant or plants 
replaced* Upon designation of a plant 
pursuant to this section, the designation 
of the plant or plants which Is replaced 
shall be automatically cancelled. 

$ 927.26 Change of operator. The 
designation of pool plants pursuant to 
SI 927.20.927.22. and 927.25 shall be con¬ 
sidered as applicable to the plant as 
such, and subject to cancellation only 
pursuant to SI 927.24 and 927.25, re¬ 
gardless of change in the person owning 
or operating the plant The market ad¬ 
ministrator shall be notified, by the han- 
dlcrs Involved, of any transfer from one 
person to another of ownership or op¬ 
eration of a pool plant 

I 927.27 Plants shipping Class I^A milk 
to the marketing area. For any month 
a plant from which during such month 
Class I-A milk, either directly or through 
other plants, is sold or distributed in or 
shipsKKl to the marketing area. w*hich 
quantity of milk during the months of 
July through March, is equal to more 
than 25 percent of the milk received di¬ 
rectly from dairy farmers, or during the 
montlis of April through June is equal to 
more than 10 percent of the milk re¬ 
ceived directly from dairy farmers, shall 
automatically be designated a pool plant: 
Provided, That for tlie months of April, 
May, or June no plant at which milk was 
received from dairy farmers during the 
preceding period of October, November, 
and December shall be a pool plant on 
this basis, unless at least 60 percent of 
such milk w^as classified in Class I-A. and 
either directly, or through other plants, 
was sold or distributed in or shipped to 
the marketing area in the form of milk: 
Provided further. That no plant shall be 
a pooKplant on this basis during the 
months of January through July, if the 
designation of the plant as a pool plant 
was cancelled for failure to meet the re¬ 
quirements of 1927.23 (a) during the 
preceding year; Provided further. That 
this section shall not be in effect at any 
time later than twelve months after the 
effective date of this subpart unless and 
until the utilisation of Class I-A milk 
under the subpart exceeds 75 percent of 
the milk included in the computation of 
the Producer Settlement Fund, in which 
event this section shall again be in ef¬ 
fect starting with the second month fol¬ 
lowing the month in which such classi¬ 
fication condition occurs and continue in 
effect for eleven months thereafter. At 
the time of announcing the uniform price 
for each month, the market adminis¬ 
trator shall make public the location and 
name of the operator of any plant for 
which a report of receipts from dairy 
farmers was used pursuant to this sec¬ 
tion in the computation of that uniform 
price. 

1927.26 Pool plant transfer. Any 
plant designated as a pool plant under 
sccUons 20 and 22 of the North Jersey 
order may, prior to January U apply to 


the Secretary for transfer to this order 
provided the plant is approved as a 
source of milk by a health authority in 
the marketing area at the lime of appli¬ 
cation and under the sanitary super¬ 
vision of such authority and continues 
to meet the requirements set forth in 
section 23 applicable to such plant in 
accordance with its prior designation 
under section 20 or 22 of the North Jer¬ 
sey order, which ever applies. Such 
designation shall be effective as of Feb¬ 
ruary 1 following the date of application 
and until cancelled pursuant to section 
24 or 25. 

CLASSinCATION 

1927.30 Basis of classification. All 
milk the butterfat from which is received 
at a plant at which the classification of 
milk received from producers is to be 
determined pursuant to I 927.33. and all 
milk entering the marketing area in the 
form of milk, concentrated fluid milk, 
ffuid milk products, cultured or flavored 
milk drinks, cream, half and half, fluid 
cream products, or skim milk, shall be 
classified in accordance with the form 
in which it Is held at. or moved from, the 
plant at which classiHcation is deter¬ 
mined. Such classification shall be 
subject to the conditions set forth in 
11 927.31 through 927.35. 

f 927-31 Burden of proof. In estab¬ 
lishing the classification of milk received 
from producers, the burden rests upon 
Uie handler who received the milk from 
producers to show that the milk should 
not be classined as Class I-A. and that 
the skim milk In Class II and Class m 
milk should not be subject to the fluid 
skim differential. The burden rests 
upon the handler who receives In the 
marketing area or at a pool plant or 
distributes In the marketing area, milk, 
concentrated fluid milk, fluid milk prod¬ 
ucts, cultured or flavored milk drinks, 
cream, half and half, fluid cream prod¬ 
ucts, or fluid skim milk to establish the 
source of all of his milk and milk prod¬ 
ucts, and in the absence of such proof 
such milk and the milk equivalent of 
such enumerated products shall be sub¬ 
ject to the provisions of I 927.79. 

I 927.32 Period for establishing c/as- 
sification, A period ending with the last 
day of the month following the month 
during which the milk was received from 
dairy farmers shall be allowed for han¬ 
dling such milk as a basis for establish¬ 
ing the classification as other tluui Class 
I-A: Provided, That the holding of milk 
in the form of cream in a licensed cold 
storage warehoui^ for at least 7 days 
shall constitute that portion of the han¬ 
dling of such cream required pursuant to 
I 927.37 (e> (2) that is required to be 
performed during the month following 
its receipt from dairy farmers. 

I 927.33 Plant at which classification 
is to be determined. Classification shall 
be determined at the plant at which milk 
is received from dairy farmers: Provided, 
ITxat if such milk Is shipped in the form 
of milk or cream to another plant or 
other plants, it shall be classified, sub¬ 
ject to the provisions of paragraphs (a) 
through (e) of this section, at the plant 
or plants to which It Is shipped, and there 
shall be no limit on the number of inter¬ 


plant movements in the form of milk or 
cream except as set forth in paragrophi 
(a) through (c) of this section: Provided 
further. That for the purpose of apply¬ 
ing paragraphs (a), (b) and (c> of this 
section, **marketing area** means the 
marketing area under this order or the 
marketing area under the North Jersey 
order, 

(a) *nie classification of milk shipped 
in the form of milk to a plant in the 
marketing area shall be determined at 
the plant from which such milk it 
shipped to the plant in the marketing 
area. 

ib> Except as set forth In paragraph 

(c) of this section, the classification of 
milk the butterfat from which is shippni 
in the form of cream to a plant in the 
marketing area shall be determined at 
the plant from which such cream U 
shipped to the plant in the marketing 
area. 

<c) The classification of milk the bul- 
terfat from which is shipped in the form 
of cream to a plant in the marketing area 
shall be determined, if such cream is 
moved in the form of frozen desserts or 
homogenized mixtures, whipped topping 
mixtures, or cream cheese either from 
the plant at which cream is first received 
in the marketing area or from the first 
plant to wliich cream Is shipped from 
the plant where first received in the msr- 
keting area, at the first plant from which 
the frozen desserts or homogenized mix¬ 
tures. whipped topping mixtures, or 
cream cheese arc so moved. 

(d) Except as set forth In paragraph 

(e) of this section, the classification of 
milk the butterfat from which Is shipped 
in the form of cream to a non-pool plant 
shall be determined at the non-pool 
plant, unless the handler operating tbs 
pool plant from which such shipments 
are made to the non-pool plant elects in 
ivrltlng on his monthly reports to hats 
classification of all milk or cream re¬ 
ceived during the month at such han¬ 
dler's pool plant and shipped as milk or 
cream to the non-pool plant determined 
at the pool plant from which the milk 
or cream Is shipped to the non-pod 
plant; Provided, *rhat non-pool plant for 
the purpose of applying this paragroph 
shall be limited to plants which are not 
pool plants under either this order or the 
North Jersey order. 

(e> The classification of milk the but¬ 
terfat from which Is shipped in the form 
of cream more than 65 miles from the 
plant where the milk was separated to a 
plant outside Maine, New Hampshire, 
Vermont, Massachusetts. Connecticut, 
Rhode Island, New York State, Ohio, 
Pennsylvania. New Jersey. Delaware, 
Maryland. Virginia, West Virginia, or 
the District of Columbia shall be deter¬ 
mined at the plant from which cream 1» 
so shipped. 

I 927.34 Plant toss, AUowances for 
plant loss not to exceed 6 percent of the 
butterfat In the product resulting fro® 
any specific plant operation, which plant 
loss may be classified the same as the 
milk equivalent of the butterfat in the 
product, shall be determined by the mar¬ 
ket administrator pursuant to 192736 . 

1927.35 Accounting procedure. The 
accounting procedure for clnssifyin* 
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mSk pursuant to IS 937.30 through 
927.37 and in 9 927.42 shall be set up by 
the market administrator pursuant to 
\ 92726. Such accounting procedure 
ihsll include methods of making deter* 
Bilnatlons under 9 927.42 and Individual 
determinations made in accordance with 
inch methods and conversion factors to 
be used in the absence of specific weights 
and tests, specific definitions of prod¬ 
ucts. and such methods for assignment 
of milk to classes according to source 
tod form as may be necessary to effectu¬ 
ate the provisions of 99 927.30 through 
92727 snd which are not inconsistent 
with the following general principles: 

(a) Milk, concentrated fluid milk, fluid 
milk products, cream, half and half, 
fiuld cream products, and sl^m milk re¬ 
ceived from pool plants or from pro¬ 
ducers shall be assi^KKi, as far as possi¬ 
ble. to Class I-A. Class n. or to skim milk 
lubject to the fluid skim milk differen¬ 
tial! Propfdcd, That at a plant in the 
miirketing area milk received directly 
from producers by tank truck shall be 
assigned to Class I-A prior to the assign¬ 
ment of milk from other plants to Class 
I-A. 

(b) After the assignments prescribed 
in paragraph (a) of this section, the re¬ 
maining whole milk received at a plant 
from producers or from pool plants and 
in like form from dairy farmers not pro¬ 
ducers or from non-pool plants shall be 
utigned pro rata to the total classifica¬ 
tion of all milk on hand at or leaving 
luch plant as whole milk: Provided, 
That fluid milk shipped from a pool 
plant to a non-pool plant in the area in 
which I-C classification is permitted, 
tnd when milk from such non-pool plant 
k shipped in the same month either di- 
RcUy or indirectly to an area where I-B 
dassLfleation applies, and there used for 
fluid purposes, such shipment shall be 
•aimed as far os possible to Class I-B. 

(c> After the assignments prescribed 
in paragraphs (a) and (b) of this sec^ 
t he then remaining milk or cream 
Jwchred from producers or from pool 
pUnu and the milk or cream received 
from dairy fanners not producers or 
non-pool plants shall be assigned 
pro rata to the total remaining classlfi- 
aiion of such products received in like 
form, 

id) After the assignment of skim 
ailk prescribed in paragraph (a) of this 
•^on. skim milk received from non- 
P'lol plants shall be assigned to the re- 

skim milk subject to the fluid 
dllferenllal. 

ie) The milk received from producers 
JlJlch is eliminated from the computa- 
^ of the handler's net pool obligation 

to 9 927.60 shall be assigned 
pro rata to the total classification of all 
from producers and pool plants. 

IP2726 Rules and refful^Hons, The 
and regulations to effectuate the 
and provisions of 99 927.30 
027.37 and In 9 927.42 shall be 
and may from time to time be 
pOended by Uic market administrator 
Jb^cordance with the procedure set 
in this section: Provided, That at 
W time upon a determination by the 
^fetary that an emergency exists 
^fllcli requires the immediate adoption 


of rules and regulations, the market ad¬ 
ministrator may issue, with the approval 
of the Secretary, temporary rules and 
regulations without regard to the fol¬ 
lowing procedure: Provided further. 
That if any interested person makes 
written request for the issuance, amend¬ 
ment, or repeal of any rule, the market 
administrator shall within 30 days either 
issue notice of meeting p\irsuant to 
paragraph (a) of this section or deny 
such request, and except in affirming a 
prior denial, or where tlie demlal Is self- 
explanatory, shall state the grounds for 
such denial. 

(a) Ail preposed rules and regulations 
and amendments thereto shall be the 
subject of a meeting called by the mar¬ 
ket administrator, at which time all 
interested persons shall have opportu¬ 
nity to be heard. Notice of such meeting 
shall be given by the market adminis¬ 
trator. and a copy of the proposed rules 
and regulations shall be sent at least five 
days prior to the date of the meeting to 
all handlers operating pool plants. A 
stenographic record shall be mode at all 
sucli meetings and such record shall be 
public information available for Inspec¬ 
tion at the olUce of the market admin¬ 
istrator. All such meetings shall bo 
conducted Jointly with the administra¬ 
tor of the North Jersey order and han¬ 
dlers under this order and the North 
Jersey order shall be considered Inter¬ 
ested parties. 

(b) A period of at least five days after 
the meeting held pursuant to paragraph 

(a) of this section shall be allowed for 
the filing of briefs. Such briefs shall 
be public Information available for in¬ 
spection at the office of the market ad¬ 
ministrator. 

(c) Not later than 30 days after a 
meeting held pursuant to paragraph (a) 
of this section, the market administrator 
shall issue and send to all handlers oper¬ 
ating pool plants the tentative rules and 
regulations or amendments thereto re¬ 
lating to the issues considered at such 
meeting, or a tentative notice that no 
rules or regulations or amendments 
thereto are to be issued prior to further 
consideration at another meeting. The 
tentative rules and regulations, or tenta¬ 
tive notice, together with copies of the 
stenographic record and briefs, shall 
also at the same time be forwarded by the 
market administrator to the Secretary, 
The tentative rules and regulations shall, 
in substance, be the same os Issued by 
the North Jersey market administrator. 

(d) Not later than 30 days after is¬ 
suance by the market administrator, the 
Secretary shall either approve the ten¬ 
tative rules and regulations or tentative 
notice as issued, or direct the market ad¬ 
ministrator to reconsider. In which 
latter event, the market administrator 
shall within 30 days eithw issue re¬ 
vised tentative rules and regulations or 
tentative notice, or call another meeting 
pursuant to paragraph (a) of this 
section. 

(e) The tentative rules and regula¬ 
tions and amendments thereto or tenta¬ 
tive notice Issued pursuant to paragraph 

(c) of this section shall be effective as 
of the first of the month foBowIng ap¬ 
proval by the Secretary, but not sooner 


than ten days after issuance by the mar¬ 
ket administrator. 

9 927.37 Classes of utilization. Sub¬ 
ject to all of the conditions set forth in 
99 927.30 through 027.30, milk shall be 
classified at the plant at which classifi¬ 
cation is to be determined as follows: 

<a) Class I>A milk shall be all milk, 
except as provided in paragraphs (b> 
and (c) of this section and in subpara¬ 
graphs (3) and <5) of paragraph (e) of 
this section, the butterfat from w'hich 
leaves or is on hand at the plant in Uie 
form of milk, concentrated fluid milk, 
fluid milk products, or as cultured or 
flavored milk drinks containing 3.0 per¬ 
cent or more but not more than 5.0 per¬ 
cent of butterfat, and ail milk the classi¬ 
fication of which is not established in 
some otlier class named in this section. 

(b) Class I-B milk shaU be all milk, 
except as provided in subparagraphs <3) 
and (5) of paragraph (e) of this section, 
the butterfat from which leaves the plant 
in the form of milk, concentrated fluid 
milk, fluid milk products, or of cultured 
or flavored milk drinks containing 3.0 
percent or mere but* not more than 5.0 
percent of butterfat. and which is de¬ 
livered to a plant or a purchaser outside 
of the state of New York and outside of 
Northern New Jersey, but which at no 
time (1) is received, other than directly 
from producers, at a plant in the mar¬ 
keting area of this subpart or the mar¬ 
keting area of the North Jersey order 
or (2) otherwise enters such marketing 
areas, except as an incident to its trans¬ 
portation and delivery to a point outside 
of the marketing area: Provided, That 
use aboard a ship or other carrier shall 
not constitute such delivery. 

(c) Class I-C milk shall be all milk, 
except as provided in subparagraph (3) 
and (5) of paragraph (e) of this section, 
the butterfat from which leaves the plant 
in the form of milk, concentrated fluid 
milk, fluid milk products, or as cultured 
or flavored milk drinks containing 3.0 
percent or more but not more than 5.0 
percent of butterfat, and which Is de¬ 
livered to a plant or a purchaser In the 
state of New York or Northern New 
Jersey, but which at no time (1) Is re¬ 
ceived, other than directly from pro¬ 
ducers, at a plant in the marketing area 
of this subpart or the marketing area of 
the North Jersey order or (2) otherwise 
enters such marketing areas, except as 
an incident to its traasportation and 
delivery to a point outside of the mar¬ 
keting area: Provided, That use aboard 
a sliip or other carrier shall not consti¬ 
tute such delivery. 

<d) Class n milk shall be all milk the 
butterfat from which leaves or is on 
hand at the plant In the form of cream, 
sweet or sour, half and half, fluid cream 
products, or in the form of cultured or 
flavored milk drinks containing less than 
3.0 percent or more than 5 0 percent of 
butterfat. unless such cream, half and 
half, fluid cream products, or cultured 
or flavored milk drinks are established 
to have been so handled or marketed os 
to classify such milk in some other class 
named in this section. 

ce) Class in milk shall be all milk 
which meets the conditions set forth in 
any one of the following subparagraphs: 
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<1> All milk the butterfat from which 
leaves or Is on hand at the plant in the 
form of cultured or flavored milk drinks 
containing less than 3.0 percent or more 
than 5.0 percent of butterfat or in the 
form of cream, half and half, or fluid 
cream products which cream, half and 
half, fluid cream products, or cultured or 
flavored milk drinks Is delivered to a 
plant or a purchaser outside the market- 
Ina area, but which at no time (1) is re¬ 
ceived at a plant in the marketing area, 
or <li) othenilse enters the marketing 
area except as an incident its trans¬ 
portation and delivery to a point outside 
of the marketing area: Provided, That 
use aboard a ship or other carrier shall 
not constitute such delivery. 

<2) All milk the butterfat from which 
leaves or is on hand at the plant in the 
form of cream which is subsequently 
held in a licensed cold storage warehouse 
for at least 28 days, and which is subject 
at all times until utilization of such 
cream to being inspected by a represent¬ 
ative of the market administrator to 
determine the physical presence of the 
cream. After the flrst 7 days, such cream 
may be moved from one licensed cold 
storage warehouse to another: Provided, 
That the market administrator receives 
notice of such removal within 7 days 
thereafter. Any handler whose report 
claimed the original classifleation of 
milk pursuant to this subparagraph shall 
be liable under the provisions of I 927.75 
for the difference between the Class n 
and Class in prices for the month In 
which the Class III classifleation w^as 
claimed on any such milk if the storage 
of cream does not comply with all the 
requirements of this subparagraph. 

<3) All milk the butterfat from which 
leaves tlie plant in the form of products 
named in paragraphs (a), (b), (c). or 
(d) of this section if such products have 
been sterilized and leave the plant in 
hermetically sealed containers. 

(4) All milk received during the 
months of March through July the but- 
ierfat from which leaves the plant in 
the form of milk which is delivered in 
bulk to an establishment outside the 
marketing area (other than a plant as 
deflned in S 927.8), at which food prod¬ 
ucts are processed and packed in her¬ 
metically sealed containers and at which 
establishment there is no disposition of 
milk or milk products speclfled in para¬ 
graphs (a), <b), (c), or (d) of this sec¬ 
tion other than milk or milk products 
received in consumer packages for con- 
sximption on the premises. 

(5) Ail milk the butterfat from which 
leaves or is on hand at the plant in the 
form of concentrated fluid mlik which is 
established not to have been packaged 
in consumer packages either before or 
after leaving the plant. 

(6) All milk the butterfat from which 
leaves or is on hand at the plant in the 
form of some product the classification 
of w hich is not established in some other 
class named in this section. 

BCIKndUM PRICES 

S 927.40 ClasM prices. For milk re¬ 
ceived during each month from pro¬ 
ducers or cooperative associations of pro¬ 
ducers, each handler shall pay per hun¬ 


dredweight not less than the prices set 
forth in this section, subject to the dif¬ 
ferentials and adjustments in 927.41 
through 927.44. Any handler who pur¬ 
chases or receives, during any month, 
milk from a cooperative association of 
producers which is also a handler shall, 
on or before the 15th day of the following 
month, pay such cooperative association 
In full for such milk at not less than the 
minimum class prices applicable pursu¬ 
ant to this section, subject to the differ¬ 
entials and adjustments in fS 927.41 
through 927.44. 

(a) For Class l-A milk the price dur¬ 
ing each month shall be the New Jersey- 
New York basic Class I-A price per 
hundredweight determined for each 
month pursuant to { 927.47. 

(bi For Class I-B milk the price dur¬ 
ing each month shall be the price for 
Class I-A milk. 

(c) For Class I-C milk the price shall 
be the uniform price computed by the 
market administrator pursuant to I 927.- 
61 plus 20 cents per hundredweight. 

(d) For Class II milk the price during 
each month shall be the sum of the 
amounts computed pursuant to subpara¬ 
graphs (1) and (2) of this paragraph. 

(l> 
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(2) Multiply by 7.5 the average of all 
the hot roller process dry skim milk or 
nonfat dry milk solids quotation for 
"other brands, human consumption, car- 
lots. bags, or barrels" (using midpoint 
of any range as one quotation). published 
for the delivery period in *‘Thc Producers’ 
Price-Current." and subtract 48 cents. 

(e> For Class m milk, the price shall 
be the sum of the amounts computed 
pursuant to subparagraphs (1) and (2) 
of this paragraph minus 80 cents: Pro- 
vided. That for the months of May and 
June 1954 an additional 10 cents shall be 
subtracted from such sum. 

(1) To the simple average of the dally 
wholesale selling prices per pound (using 
the midpoint of any price range as one 
price) reported during such month by 
the United States Department of Agri¬ 
culture for Grade A (92-score) 'bulk 


creamery butter In the New York City 
market, add two cents, multiply by 1.22, 
and then multiply by 3.5: Provided, That 
for any of the months from August 
through February for which the utiliza¬ 
tion adjustment percentage announced 
pursuant to S 927.46 (a) (2) la 92 or 
larger, there shall be an additional three 
cents added to such average butter price. 

(2) Multiply by 7.8 the weighted aver¬ 
age, as computed by the market admii^ 
trator using a weight of 70 for roller 
process prices and a weight of 30 for 
spray process prices, of the prices per 
pound of roller process and spray process 
nonfat dry milk solids, for human coo- 
aumptlon in carlota. f. o. b. manufactur¬ 
ing plants in the Chicago area, as pub¬ 
lished by t^ United States Department 
of Agriciilture for the period from the 
26 th day of the immediately preceding 
month through the 25th day of the 
current month. 


% 927.41 Butterfat differentials. The 
minimum price for Class I->A, Class I-B, 
and Class I-C milk shall be plus or minus 
four cents for each one-tcnlh of 1 per¬ 
cent of butterfat therein above or below 
3.5 percent. The minimum price for 
Class II and Class m milk shall be plus 
or minus, for each one-tenth of 1 percent 
of butterfat therein above or below 3.5 
percent, an amount computed as follows: 
subtract from the respective class prices 
an amount computed pursuant to 
I 927.40 (d) (2), and divide by 35. 


I 927.42 Transportation differenUaU. 
The Market Administrator shall deter¬ 
mine and publicly announce a freight 
zone for each pool plant and each reload¬ 
ing point and he shall determine the 
freight zone for each plant at which milk 
or milk products, subject to the provi¬ 
sions of 95 927.78 or 927.79 Is recei^ 
from dalxY farmers or is flrst found. 
Such freight zone shall be based on the 
shortest highway mileage usable 
throughout the year for milk transporta¬ 
tion from the plant or reloading point to 
the Now York-New Jersey state line In 
the Lincoln Tunnel. The freight zone for 
producers delivering to bulk tank tnicta 
w’hich is reloaded Into another tank tniclt 
before entering a plant shall be at 
point of reloading. The freight zone lot 
producers delivering milk to bulk 
trucks which is not so reloaded shall M 
the freight zone of the pool plant to 
which milk is dellverecL The class pr^ 
set forth In 9 927.40 and the fluid 
differential set forth in 1 927.44 shaU be 
plus or minus and the payments to pr^ 
ducers under 9 927.68 shall be 
minus the respective amount set fortn 
in the following schedule: 


A 

rrvifhlcoQC (mtleo) 
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ritilOr* l-A. 
Ml. 
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A 

TiH|ht*onf (roikt} 

B 

I-A, 

I H, M'aivl 
ikim miUr 
«ob)ocl CO tb« 
fluid akim 
diftormUal 

0 

Cliiww 

UoiMlUl 

D 

ProdiKTf 

payiAt*fa 

.. 

Crnti ixr 
kumiredtrfitkl 
Zli 

On/# per 
hundreds 
«r«kO/ 

10 

Ctntgper 

kumdrtd* 
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. 
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s 

31.0 


19.0 

0 

1X0 

.. 
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0 
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1X0 
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HO 

4 

14 0 

lu-iaoL. 

1X0 
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3 
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OS 
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2 
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SO 

2 

xo 
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2 
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1 

X5 
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XS 

1 

XS 

m-m . 

1 4 

1 

1.4 
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0.0 

0 

0.0 
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-1,4 

0 

-1.0 

Cl'2».. 

-2.1 

0 

-1.0 
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-XS 

-1 

-1 0 
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—1 
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—1 
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-3 

-X5 

. 

-as 

-3 

-X5 
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-as 

-3 

-XS 
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-7.* 

-3 

-xo 

. 

-7.0 

-2 

-X5 
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-7.0 

-3 

-X5 
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-SO 

-4 

-X5 

n\-m .. 

-XO 

-4 


.. 

-as 

-4 

-7.0 

BMJQ. 

-0.0 

-5 

-7.0 


-0.0 

-5 

-7.0 

. 

-0.0 

-5 

-XO 
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-0 

-XO 
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-0 
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-7 
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-7 
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-H 
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1927,43 Dutter^chee^ adjustment, 
for miut received from producers which 
classified as Class HI pursuant to 
1927.37 (e) (6). and which leaves or Is on 
hand at the plant at which classification 
to determined In the form of butter or 
Cheddar, American Cheddar. Colby, 
^^ed curd, or part skim Cheddar 
ctoeese. or is assigned to plant loss which 
Pvirsuant to I 927.34 is associated with 
wch products, there idiall be credited to 
the handler receiving the milk from pro- 
ducers four cents per pound of buttei-fat 
toituch milk: Provided, That the amount 
■0 credited shall be reduced one cent per 
Round of butterfat for each one-tenth by 
which the ratio of 2.5 exceeds a ratio 
^puied as follows: Add to the New 
York 92-score butter price for the month 
•flounced pursuant to 4 927.46 <b) (5) 
we amount obtained by multiplying by 
the weighted nonfat dry milk solids 
Phee for the period ending with the 2Sth 
Jwy of the month as announced pursuant 
1927.46 (b) (7): divide this sum by the 
Prkt of Cheddar cheese for the month as 
announced pursuant to f 927.46 (b) <8) 
^ round the result to the nearest 
wth: Provided jurther. That for milk 
^^ived from producers during any of 
No. 102-13 


the months of March through July whlcli 
is classified on the basis of one of the 
types of cheese named in this section* 
the amount so credited shall be Increased 
one cent per pound of butterfat for each 
full five hundredths by which the ratio 
of 2.5 is lower than the ratio computed 
pursuant to the first proviso of this sec¬ 
tion. except that, for purposes of this 
proviso, the ratio computed shall be 
rounded to the nearest hundredth: Pro- 
vlded further. That for such milk re¬ 
ceived from producers at a plant in a 
freight zone farther from New York City 
than the 321-325 mile zone, there shall be 
deducted from the amount so credited the 
following amounts per hundredweight of 
milk: 

Cents per 

Zones at pUnt: hundred\ceight 

336-350_ 1 

351-375. 2 

876-400......—.. 3 

401-425_ 4 

430-450™. 5 

451-475. 6 

476-500. 7 

With respect to each plant at which milk 
received from producers is reported by 
the handier operating the plant to have 
been utilized (eiUicr at the plant where 
received or at another plant), in an 
amount exceeding an average of 4.000 
pounds j^r day in the manufacture of 
butter OT of Cheddar. American Ched¬ 
dar. Colby, washed curd, or part skim 
Cheddar ^eese. the market administra¬ 
tor shall publicly disclose (a) the loca¬ 
tion of the plant at wlilch the milk was 
received from producers, and (b) the 
name of the handler operating such 
plant. Such public disclosure shall be 
made monthly on the basis of handlers* 
montlily reports, and may be made more 
frequently on the basis of such other 
utilization reports as may be reqiiired by 
the market administrator. 

9 927.44 Fluid skim differential, Pbr 
skim milk derived from Class 11 or Class 
in milk which 5kim milk enters the mar¬ 
keting area in the form of milk, fiuld skim 
milk, half and half, cream, or cultured 
milk drinks and there utilized or disposed 
of in the form of milk, fiuld skim milk, 
half and half, or cultured milk drinks, 
and for all other skim milk derived from 
Class II or Class III milk which is not 
established to have been otherwise uti¬ 
lized or disposed of, the handler shall 
pay a fluid skim dilTerentlal per hundred¬ 
weight computed as follows: Deduct the 
price of Class in milk from which the 
butterfat was used in the manufacture 
of butter and priced In accordance with 
the preceding section from the price for 
Class I-A milk computed pursuant 
to 1927.40 (a), and divide by 0.9125: 
Provided, That with respect to skim milk 
so utilized or disposed of in half and 
half, this dilTerenUal shall apply only to 
that quantity of skim milk in excess of 
4.5 times the quantity of butterfat in 
such half and half. 

5 927.45 Use of eouivalent price or 
index. If for any reason a price or index 
specified in 9S 927.40 through 927.46 for 
use in computing and announcing class 
prices or for any other purpose is not re¬ 
ported or published in the manner 
therein described, the market adminis¬ 


trator Shan use a price or index deter¬ 
mined by the Secretary to be equivalent 
to or comparable with the price or index 
specified. 

{927.46 Announcement of prices. 
The market administrator shall publicly 
announce the foUow*lng: 

(а) Not later than the 25th day of 
each month, or the next succeeding 
workday In any month In which the 25th 
day Is a Sunday or holiday; 

(1) The monthly wholesale price 
Index for all commodities in the preced¬ 
ing month as reported on a 1947-1949 
base by the Bureau of Labor Statistics. 
United States Department of Labor, and 
the resulting index determined pursuant 
to 4 927.40 (a) (1) muUipUed by 100. 

(2) The utilization adjustment per¬ 
centage computed pursuant to 4 927.47 
for the following month. 

<3> The preliminary Class I-A price 
computed pursuant to 4 927.47 for the 
following month. 

(4) The average, for the period be¬ 
ginning with the 2Sth of the immedi¬ 
ately preceding month and ending with 
the 24th of the current month of the 
highest prices reported daily by the 
United States Department of Agricul¬ 
ture for U. 8. Grade A or U. 8. 92-8Corc 
butter at wholesale in the New York 
market. 

(5) The preliminary calculation for 
the following month pursuant to 4 927.40 
(d) <1). 

(б) The index of the cost of produc¬ 
tion for the preceding month computed 
by the market administrator as follows: 

(i> Combine the Index numbers for 
the states of New York. Pennsylvania, 
and Vermont with weights of 84 for New 
York. 13 for Pennsylvania, and 3 for 
Vermont. The index numbers of cost of 
production for New York shall be index 
numbers computed by the New York 
State College of Agriculture at Cornell 
University (1910-14 base), converted to 
a 1948 base. 

(ii) The index numbers of cost of pro¬ 
duction for Pennsylvania shall be com¬ 
puted by combining the Index (using a 
base of 54 cents and a weight of 50) of 
hourly composite wage rates, reported 
for Pennsylvania by the United States 
Department of Agriculture; the index 
(using a base of $4 53 and a weight of 
30) of all purchases of mixed dairy feeds, 
reported for Pennsylvania by the United 
States Department of Agriculture: and 
the index (using a base of $23.31 and a 
weight of 20) of prices received by farm¬ 
ers for all hay, baled per ton, reported 
for Pennsylvania by the United States 
Department of Agriculture. 

(lii) The index numbers of cost of 
production for Vermont shall be com¬ 
puted by combining the index (using a 
base of 69 cents and a weight of 50) of 
hourly composite wage rates, reported 
for Vermont by the United States De¬ 
partment of Agriculture; the index (using 
*a base of $4.63 and a weight of 30) of 
all purchases of mixed dairy feeds, re¬ 
ported for Vermont by the United States 
Department of AgHculture; and the in¬ 
dex (using a base of $25.42 and a weight 
of 20) of prices received by farmers for 
all hay, baled per ton. reported for Ver- 
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mont by the United States Department 
of Agriculture. 

(7) The Index computed by dividing 
the Class I-A formula price, prior to the 
seasonal adjustment^ for the following 
month by $5.66. 

(8) Other staUstica relating to eco* 
nomic conditions altecUng the market 
supply and demand for milk. 

<b> Not later than the 5th day of 
each month for the preceding month: 

(1) The minimum class prices pursu* 
ant to fi 927.40. 

(2) The butterfat dillcrentials pursu¬ 
ant to f 027.41. 

(3) The butter and cheese adjustment 
pursuant to S 927.43. 

<4) The fluid skim differential pursu¬ 
ant to S 927.44. 

(5) The simple average of the daily 
wholesale selling prices per poimd (using 
the midpoint of any price range as one 
price) reported by the United Slates De¬ 
partment of Agriculture for Grade A or 
92-8Core bulk creamery butter In New 
York City. 

(8) The average of the prices (using 
midpoint of any range as one quotation) 
reported daily In •*The Producers* Price- 
Current,** for hot roller process dry skim 
milk or nonfat dry milk solids **other 
brands, hunmn consumption, carlots, 
bags, or bant^ls.** 

<7) The respective averages of the car- 
lot prices per potmd of spray process and 
of roller process nonfat dry milk solids 
for human consumption, f. o. b. mapu- 
facturlng plants in the Chicago area, as 
published for the period from the 26th 
day of the second preceding month 
through the 25th day of the preceding 
month by the United States D^artment 
of Agriculture, and the weighted average 
of such two averages using a weight of 
70 for roller prices and a weight of 30 
for spray prices. 

(8) The average selling prices per 
pound reported by the United States De¬ 
partment of Agriculture for Wisconsin 
State Brand Cheddars, cars or truck¬ 
loads. f. o. b. Wisconsin assembly t>olnU. 

(9) The average of prices paid in the 
preceding month by 18 midwestem con- 
denserles as reported by the United States 
Department of Agriculture. 

{ 927.47 Ncid Jersey-New York basic 
Class /-A price formuJa. The New Jer¬ 
sey-New York basic Class I~A price per 
himdredweight of milk containing 3.5 
percent butterfat shall be a price com¬ 
puted pursimnt to paragraphs (a) 
through (k) of this section: 

(a) Divide (with the result expressed 
to three decimal places) the monthly 
wholesale price Index for all commodities 
in the second preceding month as re¬ 
ported on a 1947-1049 base by the Bureau 
of Labor Statistics, United States De¬ 
partment of Labor, by the average of 
the monthly indexes reported on the 
same base for the year 1948. 

(b) Multiply the base price of $5.66 
by the result determined pursuant to 
paragraph (a) of this section. Express 
the result to the nearest cent. 

(c) For each month diirlng the 3 year 
period ending with the second preceding 
month, calculate to one decimal place 
the percentage that the total volume of 


PROPOSED RULE MAKING 

milk In Classes t-A, I-B. and I-C under 
this order, and under the North Jersey 
order was of the total volume of reported 
receipts fronwproducers and from unre¬ 
vealed sources under both of such orders 
(these percentages to be referred to as 
utilization percentages): Provided, hoio- 
ever. That in using the above formula for 
the first thirty-nine montlis after the 
effective date of this subpart, the figures 
used In such computation for any period 
of time previous to the effective date of 
this subpart shall be figures derived from 
the operation of the New York order ex¬ 
cept that the figure computed in accord¬ 
ance with this section for each of the 
three months previous to the effective 
date of any federal order regulating the 
handling of milk in the North Jersey 
marketing area shall have added to it 
the respective percentage point from the 
follow!^ list: 


January 

42 

July_ 

88 

February 

4a 

August ...... 

$2 

March 

42 

September ... 

37 

AprU ........ 

5.0 

October ___ 

2.7 

May 

4.8 

November ... 

2.6 

June 

42 

December .m.. 

82 

(d) Calculate 

the 

average of the 

36 


monthly utilization percentages for the 
3 year period ending with the second pre¬ 
ceding month. 

(e) Calculate the average of the 6 
utilization percentages for the second 
and third preceding months and for the 
same months of the 2 preceding years. 

(f) Divide the result determined pur¬ 
suant to subsection (e) of this paragraph 
by the result determined pursuant to 
paragraph (d) of this section expressing 
the result to three decimal places. 

(g) ^ Calculate the average of the 2 
uUlization percentages in the second and 
third preceding months. 

(h) X>ivide the result determined pur¬ 
suant to paragraph (g) of this section 
by the result determined pursuant to 
paragraph if) of this section. Express 
the result to one decimal place and add 
100 . 

(i) Calculate a utilization adjustment 
percentage by subtracting the base utili¬ 
zation percentages of 63.6 from the result 
determined piu^uant to paragraph (h> 
of this section. 

(j) Multiply the result determined 
pursuant to subsection (b) of this para¬ 
graph by the utilization adjustment per¬ 
centage determined pursuant to para¬ 
graph (i) of this secUon. 

(k) Multiply the result determined 
pursuant to paragraph (j) of this section 
by the following seasonal adjustment 
factor for the month for which the Class 
I-A price is being determined: 


January ..... 

1.05 

July . __ 

025 

February .... 

1.03 

August_... 

1.00 

March ___ 

1.00 

September ... 

1.04 

April __ 

024 

October_ 

1 07 

May_ 

028 

November ... 

1.09 

June ........ 

0.88 

December .... 

1.07 


(1) Whenever any of the following 
conditions exist for 3 consecutive 
months, the Secretary shall call a public 
hearing promptly to consider those and 
other economic conditions, or promptly 
announce his determination that such a 
hearing should not be held, together with 
reasons for such determination: 


(1) There Is a difference of more than 
6 points for each of 3 consecutive montlis 
between the index of the cost of produc¬ 
tion announced pursuant to | 927.46 (ai 
(6) and the Index of wholesale prices 
(1948 base) announced pursuant to 
(927.45 (a) (7). 

(2) There is a difference of more than 
15 points for each of 3 consecutive 
months between 90 percent of the index 
of the cost of production annotmeed pur¬ 
suant to ( 927.46 (a) (6) and the index 
of the Class I-A price announced pur¬ 
suant to I 927.46 (a) (7). 

<3) *rhe Class I-A price for each of S 
consecutive months is less than $1.00 
higher than the condensery price an¬ 
nounced ptirsuont to ( 927.46 (a) (8) for 
such months or more than $2.50 higher 
than such condensery price. 

EXPORTS or BANOLXRS 

5 927.50 Monthly reports* On or be¬ 
fore the 10th day of each month, each 
handler shall report to the market ad¬ 
ministrator. for the preceding month, in 
the manner and on forms prescribed by 
the market administrator, with respect 
to milk or milk products received at each 
of his pool plants, and at each of his 
plants where milk or milk products sub¬ 
jected to payments under (f 927.78 and 
927.79 were handled, the following: 

(a) The total quantity of milk and of 
each milk product with the average but¬ 
terfat content thereof, received from 
dairy farmers, from other plants, from 
such handler*8 own farm, from other 
handlers, and from other sources; 

(b) The total quantity of m i lk and of 
each milk product moved oxit of. or on 
hand at. such plant, the average butter¬ 
fat content thereof, and the destination 
of any milk or milk product the classih- 
cation of which wholly or partially de¬ 
pends upon its destination, moved out of 
such plant; 

(c) The disposition of milk or milk 
products at each other plant at which the 
disposition of any milk or milk products 
Is claimed a§ the basis of dasslflcation: 

(d) The computation pursuant to 
} 927.60 of such handler's net pool obli¬ 
gation; and 

(c) The computation of the amount of 
any payments pursuant to 927.78 and 
927.79. 

(f) *rhe amount of milk to be paid for 
to producers at the Class HI price pur¬ 
suant to the fourth and fifth provisos of 
f 927.65. 

(927.51 Producer payroU reports. 
Each handler shall report with respect to 
producers as follows: 

(a^ On or before the 10th day after 
the end of each month, the information 
required by the market administrator 
with respect to producer additions, pr^ 
ducer withdrawals, and changes in 
names of farm operators: and 

(b) On or before the last day of each 
month, such handler’s producer paynw 
for the preceding month, which shall 
ahow for each producer: 

(1) The total delivery of milk wlUi 
the average butterfat lest thereof. 

(2) *rhc amount of payment due suen 

producer, . 

(3) Ally deductions and charges maoc 
by the handler. 
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C4) The net amount of payment to 
such producer made pursuant to $ I 927.65 
through 927.67, and 

<5> Such other information with re- 
fpect thereto as the market administra* 
tor may require. 

f 927.52 Storage cream revorts. (a> 
On or before the last day of the period 
lor establishlnir classification pursuant 
to f 927.32, or. If earlier, not later than 
15 days prior to the date of final removal 
of the cream from storage, each handler 
who separates milk and cream from 
which Is stored as a basis for class 111 
classification pursuant to 1 927.37 <e) 
iV shall report to the market admin* 
Irtrator on forms prescribed by the mar¬ 
ket administrator information with re- 
^»ct to the storage of cream. Failure 
to make such report shall result in the 
disallowance of Class in classification 
pursuant to f 927.37 (e> (2>. 

(b) The handler who made such re¬ 
port shall report to the market admin¬ 
istrator. not later than the end of the 
second month following the month dur- 
tog which frozen cream is utilized. Infor¬ 
mation with respect to the utilization of 
such cream. Failure to make such re¬ 
ports ahall result in the disallowance of 
storage cream payments pursuant to 
1927.77 <b). 

(c) With respect to notices of trans¬ 
fer of cream filed pursuant to I 927.37 
(e) (2) and with respect to storage 
cream reports filed pursuant to this sec¬ 
tion. a receipt form acknowledging re¬ 
ceipt of such notice or report shall be 
mailed by the market administrator to 
the handler within 46 hours after such 
notice or report is received by the market 
administrator. 

i 937.53 Other reports. At such 
time as the market administrator may 
requfstw each handier shall report to the 
market administrator in the manner and 
oo forms prescribed by the market ad¬ 
ministrator: 

<a> The total quantity of milk and of 
each milk product received at his non- 
Pool plants, with the average butterfat 
content thereof, from dairy farmers, 
from other plants, from such handler's 
own farm, from other iiandlers. and 
from other sources; 

<b) The total quantity of milk and 
of each milk product moved out of, or on 
^d at. his non-pool plants, the average 
ouUerfat content thereof, and the des- 
^Uon of any milk or milk product 
Btoved out of such plants; 

^Tc) Information concerning land, 
ooildlngs. surroundings, facilities, and 
OQUipment at any of his plants: 

id) The current receipts and uUliza- 
^ Of milk at each of his pool plants; 
ind 

ie) Such other Information as may 
necessary for the administration of 

™ provisions of this subpart. 

1927.54 Verification of reports and 
The market administrator 
promptly verify all reports and pay- 
of each handler by audit of such 
"tier’s records and of the records of 
^ handler or person upon whose dls- 
fWtlon of milk such handler claims 
ctoiflcation, and each such handler 
•®wU. during the usual hours of business. 


make available to the market adminis¬ 
trator or his representative such records 
and facilities, of his own or other per¬ 
sons. as will enable the market admin¬ 
istrator to: 

(a) Verify the receipts and disposition 
of all milk required to be reported pur¬ 
suant to If 927.50 through 927.53, and, 
in case of errors or oxnlssioiui, ascertain 
the correct figures; 

(b) Weigh, sample, and test for but¬ 
terfat content the milk received from 
producers and any product of milk upon 
which classification depends; 

(c) Verify the payments to producers 
prescribed in 11927.65 through 927.67; 
and 

<d) Verify all claims for payments 
pursuant to li 027.76 and 937.77. 

(e) Make Inspection of buildings and 
their surroundings, facilities, and equip¬ 
ment for verification purposes and to 
ascertain what constitutes a plant. Pro- 
vided. That in making verification pur¬ 
suant to all paragraphs of this section. In 
cose such verification depends on audit 
of records of handlers under the North 
Jersey order, the market administrator 
may rely on audits made by the adminis¬ 
trator of the North Jersey order in lieu 
of audit under this section. 

1927.55 Retention of records. All 
books and records required under this 
subpart to be made available to the mar¬ 
ket odministrator shall be retained by 
the handler for a period of three years to 
begin at the end of the calendar month 
to which such books and records pertain, 
except that all such books and records 
pertaining to transactions before August 
1. 1946, shall be retained until October 1. 
1949: Provided, That if, within such 
three-year period, or before October 1, 
1949, whichever Is applicable, the market 
administrator notifies the handler in 
writing that the retention of such books 
and records, or of specified books and 
records, is necessary in connection with a 
proceeding under section 8c (15) <A) of 
the act or a court action specified in such 
notice, the handler shall retain such 
books and records, or specified books and 
records, until further written notification 
from the market administrator. In 
either case the market administrator 
shall give further written notification to 
the handler promptly upon the termina¬ 
tion of the litigation or when the records 
are no longer necessary in connection 
therewith. 

4 927.56 Base rating plan. The base 
milk of each producer for the purpose of 
computing the uniform price in 4 927.61 
and determining rates of payments 
to producers in 4 927.65 shall be de¬ 
termined by the market administrator, 
starting with the first year this subpart 
has been in effect since the previous 
August 1, in accordance with the follow¬ 
ing rules: 

(a) Daily base. Each producer's dally 
base to be applied in March, April. May 
and June shall, except as provided in 
paragraph <d> of this section, be his de¬ 
liveries of milk to a handler during the 
previous year in the months of August, 
September, October and November di¬ 
vided by 122, expressed to the nearest 
pound. The respective handler shall 
calculate each dally base and notify pro¬ 


ducers, or in case of a cooperative asso¬ 
ciation qualified under 4 927.65, shall 
notify the cooperative association of the 
daily bases not later than 45 days after 
the end of the base making period. 

<b) Base milk. During each of the 
months of March, April. May and June, 
the base milk of each producer shall be 
his deliveries of milk to a handler up to 
the quantity obtained by multiplying his 
daily base by the number of days in the 
month: Provided, That upon request in 
writing to the market administrator 
made not later than December 31. if a 
producer does not deliver milk during 
part of the base making period because 
of extreme hardship in production con¬ 
ditions on his farm beyond his control, 
his dally base shall be determined by di¬ 
viding his total deliveries of milk during 
the base making period by the number 
of days on which deliveries were made 
except that such number of days shall 
not be less than 30. 

Co) Excess milk. Excess milk shall be 
all milk delivered by producers to han¬ 
dlers in excess of deliveries of base milk. 

(d> Transfer of daily bases. A dally 
base of a producer determined under 
paragraph ca) of this section shall be 
considered attached to the producer, the 
farm and the herd of cows involved in 
producing such base, but may be trans¬ 
ferred by the market adminlHrator, 
upon request by such producer, made in 
writing not later than 15 days prior to 
the desired date of such transfer, under 
the following conditions: 

Cl) If the producer moves his herd to 
another farm his daily base may be used 
on 8\ich other farm. 

C2) If the producer moves to another 
farm without the herd of cows which 
made the daily base, the base remains 
with the farm. 

C3) If the producer sella or otherwise 
disposes of his farm or leases or rents it. 
together with the herd of cows which 
produced the daily base, the base may 
only be transferred to such other opera¬ 
tor of the farm and herd. 

DtTgRMJNATXON OF UKIFOXM PKICS 

4 927.60 Net pool obligation of han^ 
dlers. Milk received from handler's own 
farm up to 1,000 pounds per day if the 
handler receive no milk from other pro¬ 
ducers or plants, shall not be Included 
in the determination of the uniform 
price, and such milk shall be deemed ex¬ 
cluded by the phrase "milk received from 
producers'* as such phrase is used In this 
secUon and in 44 927.43. 927.61, 927.74, 
927.76, 927.77, and 927.80. 

Ca) Determine the classification pur¬ 
suant to 44 927.30 through 927.37 of milk 
received from producers at each pool 
plant: 

<b) Subject to adjustment for appro¬ 
priate differentials pursuant to 44 927.41 
and 927.42, multiply the Class I-C milk 
by 20 cents per hundredweight, multiply 
the remaining milk in each class by the 
class price, multiply the skim milk sub¬ 
ject to the fluid skim differential by the 
fluid skim differential per hundred¬ 
weight, and add together the resulting 
values: 

cc) Deduct, in the case of each plant 
where the average butterfat content of 
all milk received from producers is In 






PROPOSED RULE MAKING 


3368 


excess of 3.5 percent, and add. In the 
case of each plant where the butterfat 
content of all milk received from pro¬ 
ducers is less than 3.5 percent, the total 
value of the butterfat diiferenUal ap¬ 
plicable pursuant to I 927.67; 

(d> Deduct. In the case of each plant 
nearer the midpoint of the Lincoln Tun¬ 
nel than the 201>210 mile zone, and add. 
in the case of each plant farther from 
the midpoint of the Lincoln Tunnel than 
the 201-210 mile zone, the sum obtained 
by multiplying the milk received from 
producers by the zone differential set 
forth in column C of the schedule In 

I 927.42 applicable to the plant; 

(e) l>educt the total amoimt of the 
butter-cheese adjustment computed pur¬ 
suant to I 927.43; 

<f) With respect to milk received from 
producers, deduct 10 cents per hundred¬ 
weight at plants located at Honesdale, 
MilanvUIe. and lx>okout. Pennsylvania; 
20 cents per hundredweight at plants In 
the marketing area and at plants located 
at Accord. Ellcnvllle. Gardiner, Kvscrlke. 
New Poltz, Phlnncy's Crossing. Wallkni. 
and West Coxsackle. New York, and In 
the following counties; 

Kew Jersty: Burilngtan, Rimtsrdon, Mor¬ 
ris. PAxstUo. SomorMt. Suimx, Waxtoil 
New York: Columbia, 

Ooimectlcut: Lltehfletd. 

MaiaachusetU: Bcrkaiiire. 

Provided, That with regard to the pay¬ 
ments specified in this section, no pro¬ 
ducer shall be entitled to such payments 
if the milk hoiise on his farm is located 
outside the above specified counties and 
if such milk house is nearer to a pool 
plant outside such counties than It is to 
a pool plant within such counties or to 
one of the plants individually named in 
such subdivisions. 

(g> Add together the handler's net 
pool obligation for all plants at which 
milk was received from producers. 

927.61 Computation of the uniform 
price. The market administrator shall, 
on or before the 14th day of each month, 
audit for mathematical correctness and 
obvious errors the report submitted for- 
the preceding month by each handler. 
If the unreserved cash balance in the 
producer settlement fund to be included 
in the computation is less than two cents 
per hundredweight of milk received from 
producers on an reports, the report of 
any handler who has not made payment 
of the last monthly pool debit account 
rendered pursuant to I 927.71 shall not 
be included In the computation of the 
uniform price. The report of such han¬ 
dler shall not be Included in the compu¬ 
tation for succeeding months until he has 
made full payment of outstanding 
monthly pool debits. Subject to the 
aforementioned ccnditloiis. Uic market 
administrator of this suopart and the 
market administrator of the North Jer¬ 
sey order, shall, jointly compute the uni¬ 
form price In the foUow^lng manner: 

<a> Combine into one total the net 
pool obligations of aU handlers under this 
order and the North Jersey order; 

(b) Subtract the total of payments re¬ 
quired to be made for such month by 

II 927.76 of this order and i 927.76 of the 
North Jersey order; 


fc) Add to the total payments required 
to be made by handlers for such month 
pursuant to 14 927.73 and 927.79 of this 
order and the North Jersey order; 

(d) Add the amount of unrsmed cash 
in the producer scttlemeht fund; 

(e> Subtract an amount equ^ to not 
less than eight cents nor more than nine 
cents per hundredweight of milk received 
from producers to provide against the 
contingency of errors In reports and pay¬ 
ments or of delinquencies in payments 
by handlers; under this order and the 
North Jersey order; 

(f) Subtract the amounts pas^ble to 
producers under the fourth and fifth 
provisos of 4 927.65 of this order and the 
North Jersey order; 

(g) Subtract the amount of milk on 
which the payments were made to pro¬ 
ducers under the fourth and fifth pro¬ 
visos of 4 927.65 of this order and the 
North Jersey order; 

(h) Subtract the Class I-C milk of all 
handlers whose reports are included in 
this computation from the total milk 
received from producers by all such han¬ 
dlers under this order and the North 
Jersey order; and 

(1) Divide the result obtained in para¬ 
graph (f) of this section by the result 
obtained In paragraph ch) of this section. 
The result shall be known as the uniform 
price for milk containing 3.5 percent but¬ 
terfat received from producers at plants 
in the 201-210 mile zone. 

4 927.62 Announcement of uniform 
price and weighted average butterfat dih 
ferential. The market administrator 
shall announce, not later than the 14th 
day of each month, the imlform price 
computed pursuant to 4 927.61 and, not 
later than the 5th day of each month, 
the weighted average butterfat differen¬ 
tial pursuant to 4 927.67. 

PATMTVT BY HANBLZaS OntECTLY TO 
PaODUCERS 

4 927.65 Time and rate of payments. 
On or before the 25th day of each month 
each handler shall make paMnent to 
each producer for all milk delivered by 
such producer during the preceding 
month at not less than the uniform price 
subject to differentials set forth in 
44 927.66 and 927,67: Provided, That each 
handler which Is also a cooperative mar¬ 
keting association determined by the 
Secretary to be qualified under the Cap- 
per-Volstead Act may, w^lth respect to 
producers who are members of and under 
contract with such association, make 
distribution. In accordance with the 
contract between the association and 
such members, of the net proceeds of all 
its sales In all markets in all use classi¬ 
fications. Whenever verification by the 
market administrator of the payment to 
any producer or cooperative associa¬ 
tion of producers for milk delivered to 
any handler discloses payment of less 
than is required by this subpart, the 
handler shall make up such payment to 
the producer or cooperative association 
of producers not later than the time of 
making payment next following such 
disclosure; Provided further. That if a 
handler claims that he cannot make the 
required payment becaase the producer 
Is deceased or cannot be located, or be¬ 


cause the cooperative association or lu 
lawful successor or assignee is no longer 
In existence, such parent shall be mads 
to the producer settlement fund, and 
In the event that the handler subse¬ 
quently locates and pays the producer or 
a lawful claimant, or in the event that 
the handler no longer exists and a lawful 
claim is later established, the market 
administrator shall make such payment 
from the producer settlement fund to 
the handler or to the lawful claimant 
as the case may be: Provided further. 
That if not later than the date when 
such payment Is required to be made, 
legal proceedings have been InfitiUited 
by the handler for the purpose of ad¬ 
ministrative or judicial review of the 
market administrator's findings upon 
verification as provided above, such 
payment shall be made to the producer 
settlement fund and shall be held In 
reserve until such time as the above- 
mentfoned proceedings have been com¬ 
pleted, or until the handler submits, 
proof to the market administrator that 
the required payment has been mode to 
the producer or association of producers. 
In which latter event the payment shall 
be refunded to the handler: Provided 
further. That in paying producers for 
milk for each of the months of March 
through June, the amount of excess 
milk delivered by each producer defined 
in accordance with 1927.68 shall be 
paid for at the Class HI price, subicct 
to the same differentials as provided In 
44 927.66 and 927.67: Provided further. 
That In paying any producer who did not 
regularly sell milk during a period of 
thirty days next preceding the cffectlrt 
date of this subpart for consumption In 
the marketing area covered hereby, pa^ 
ments to such producer, for the period 
beginning with the first regular delivery 
by such producer and continuing imW 
the end of two full calendar months few- 
lowing the first day of the next soccew- 
Ing calendar month shall be at the 
price set forth In 4 927.40 (c> less the 
largest adjxistment set forth in 4 927.43. 


4 927.66 Transportetion and location 
differentials. The uniform price at any 
plant shall be: , 

(a) Plus or minus the dlffcrentiw 
shown in column D of the schedule c^- 
talned in { 927.42 for the zone of tne 
plant in effect pursuant to 4 927.42: ana 
<b> Plus the differentials. If any. ap¬ 
plicable pursuant to 4 927.60 (f> 
five cents. 


4 927.67 Butterfat differential The 
uniform price shall be plus or 
the cose may be, for each one-tenth ox i 
percent above or below 3.5 
average butterfat content of milk 
cred by any producer during any 
an amount equivalent to the average or 
the butterfat differentials detennin^jj 
pursuant to 1927.41, for each clii« 
weighted by the pounds of butterfat ta 
the milk in each such class used in tn« 
computation of the uniform price ff 
preceding month. Such differential 
be computed to the nearest even icnin 
of a cent. 

4 927.68 Direct delivery differential- 
The uniform price for milk delivered W 
producers to any plant within the xniiC- 
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aones hereinafter spcclflcd and from 
which milk is delivered either to stores 
or consumers or both without pasainir 
any other plant shall be plus 
the respective amount set forth for each 
of such zones: 

Direct detiverp 
differential 
(ctnts per 

HUedgeooue (miles): hundredweight) 
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PtODtreXa SXTTLXMKrT FUND AND ITS 
OPERATION 

1927.70 Producer settlement funiL 
The market administrntor of this sub* 
pari Shan, and the market administrator 
of the North Jersey order, shall jointly 
establish and maintain a reparate fund 
known ai producer settlement fund” 
Into which they shall deposit all pay¬ 
ments and out of which they shall make 
an payments pursuant to § 927.72 
through 927.70 of this order and the 
Korlh Jersey order. 

1927.71 Han^ers^ accounts. The 
market administrator shall establish an 
account for each handler who Is required 
to make payments to the producer set- 
Uement fund or who received payments 
from the producer cetWeraent fund. 
After computing the uniform price and 
each handler’s pool debit or credit each 
month, and at such times as he deems 
ipproprtate, the market adm^nisbator 
iholl render each handler a statement of 
his account showing the debit or credit 
balance, together with all debits or cred- 
U§ entered on such handler’s account 
*lnce tj>e previous statement was ren- 
teed. 

1927.72 Paymen t to the prodticer sef- 
Mfmcat fund. On or before the 18th 
<l§y of each month each handler shall 
*iakf full payment of the debit balance. 
If any, of such handler shown on the last 
itstement of account rendered pursuant 
lo 1927.71. 

1927.73 Pavments out of producer 
^ttlement fund. On or before the 20th 
wy of each month the market adminis¬ 
trators of this subpart and the North 
•c«cy order shall jointly moke payment 
^ each handler under this eubpart and 
the North Jersey order of the credit bal- 
joce. if any, of such handler shown on 
«e last statement of account rendered 
pursuant to 4 927.71 of this order or sec¬ 
tion 71 of the North Jersey order. If, at 
yiy such time, the balance in the pro- 
uu(^r settlement fund is Insufllclent to 
®J«ke full payment due to each handler, 

market administrator shall reduce 
un^ormly the payments to each handler 
shall complete such payments as 
as the necessary funds ore avail- 
ftf handler who, on the 25th day 

2* the month, has not received such pay- 
®*^ta in full from the market adminis- 
tmior shall be deemed to be in violation 
11927.65 through 927,67 If he reduces 
^ total payments to producers for milk 


delivered by such producers during the 
preceding month by not more than the 
amount of the reduction in payment 
from the producer settlement fund. 

1 927.74 Handlers^ pool dehit or 
credit. After computing the uniform 
price for each month, the market ad¬ 
ministrator shall compute each handler’s 
pool debit or pool credit as follows: 

(a) Add to each handler’s net pool 
obligations the value of his Class I-C 
milk at the uniform price. 

(b) Multiply the quantity of milk re¬ 
ceived by each handler from producers 
by the uniform price. 

(c) If the ^result obtained in para¬ 
graph (b) of this section is less than the 
result in paragraph Ca) of this section, 
the difference shall be entered on the 
handler's producer settlement fund ac¬ 
count as such handler’s pool debit. 

<d) If the result obtained In para¬ 
graph (b) of this section is greater than 
the result in paragraph Ca) of this sec¬ 
tion, the difference shall be entered on 
the handler’s producer settlement fund 
<u:count as such handler's pool credit. 

1927.75 Adjustments of errors in 
payments. Whenever verification by the 
market administrator of reports or pay¬ 
ments of any handler discloses errors 
made in poyments to or from the pro¬ 
ducer settlement fund, the market ad¬ 
ministrator Shan debit the handler’s 
producer settlement fund account for 
any unpaid amoxmt Whenever verifi¬ 
cation discloses that payment Is due from 
the market administrator to any han¬ 
dler. the market administrator shall 
credit the handler’s producer settl'^mcnt 
fund accoimt for any such amount. 

S 927.76 Cooperative payments for 
market-wide services. Payments shall 
be made to quoUned cooperatives or to 
federation under the conditions, in the 
manner, and at the rates set forth in 
this section. 

<a) Definitions, As used In this sec¬ 
tion the following terms shall have the 
following meanings: 

(1) ^Cooperative” means a coopera¬ 
tive association of producers which is 
duly incorporated under the cooperative 
corporation laws of a state: Is quoUffed 
under the Capper-Volstead Act <7 
U. S. C. 291 et aeq.); has all its activities 
under the control of Its members: and 
has full auUiority In the sale of its 
members* milk. 

(2) ’’Federation” means a federation 
of cooperatives. 

(3) ’’Federated cooperative” means a 
cooperative which Is a member of a fed¬ 
eration and on whose membership the 
federation is an applicant for or receives 
payments under subparagraph (3) of 
paragraph (f> of this section. 

(4) ’’Member” means, when used with 
respect to a member of a cooperative or 
of a federated cooperative, only a mem¬ 
ber who is also a producer, as defined in 
I 927.6 or section 6 of the North Jersey 
Order. 

(b> Qualified cooperatives and federa-> 
turns, A cooperative or federation may 
submit an application to the market ad¬ 
ministrator for payments under the 
provisions of this section. In accord¬ 
ance with the requirements of the rules 


and regulations Issued by the market 
administrator, any such application shall 
include a written description of the ap¬ 
plicant’s program for the performance of 
market-wide services. Including evidence 
that adequate facilities and personnel 
will be maintained by it so as to enable 
it to perform the market-wide services: 
and the application shall contain a 
statement the applicant tliat it will 
perform the required market-wide serv¬ 
ices for which it U applying for pay¬ 
ments. The application shall set forth 
all necessary data so as to enable the 
market administrator to determine 
whether it meets the Qualification re¬ 
quirements with respect to the payments 
for which the application is submitted. 
For the purpose of meeting the minimum 
membership requirements of 4.000 and 
6,000 specified in this subsection, mem¬ 
bers shall include the members who are 
producers as defined In } 027.76 of this 
order and section 76 of the North Jersey 
order. An application shall be approved 
by the market administrator only if be 
determines that: 

(1) In the case of a cooperative: 

(1) It has not less than 4.000 members 
ax^ receives from its members not less 
than 1 cent per hundredweight of milk 
delivered by them: Provided, That no 
person shall be counted in this respect 
as a member if he is a member of an¬ 
other cooperative which is on applicant 
for or which receives cooperative pay¬ 
ments. or if he is a member of a federated 
cooperative. 

(li) If the application is also for an 
additional payment under subparagraph 
(3) of paragraph (f) of this section, it 
has not less than 6.000 members and re¬ 
ceives from its members not less than I 
cent per hundredweight of milk de¬ 
livered by them, subject to the proviso in 
subdivision <1> of this subparagraph. 

(ill) If the application is also for an 
addiUonal payment under subparagraph 
<4> of paragraph (f> of this section, the 
cooperative is an operating cooperative 
which operates marketing facilities, I. 
pool plantCs). at which it receives at 
least 25 per centum, by weight, of the 
milk marketed by its members: Pro¬ 
vided. That in determining whether the 
25 per centum minimum requirement is 
complied with, there shall be excluded 
the milk delivered by a member of the 
cooperative who U a member of another 
cooperative which is an applicant for or 
which receives cooperative payments on 
the some milk or which is a federated 
cooperative in a federation which is an 
applicant for or receiving cooperative 
payments on the same milk. 

(2) In the case of a federation: 

(i) It is duly Incorporated under the 
laws of a state. 

(ii) It has contracts with each of its 
federated cooperatives under which the 
cooperatives ogree to remain in the fed¬ 
eration for at least one year, and such 
contracts cover or will be renewed for a 
yearly period for every subsequent year 
for which the federated cooperatives are 
to be Included within the membership of 
the federation for cooperative payment 
purposes. 

(ill) Its federated cooperatives have 
an aggregate of not less than 4.000 mcm- 











3 *> 4 0 


PROPOSED RULE MAKING 


bcrs and the federated cooperatives re¬ 
ceive from their members not less than 1 
cent per hundredweight of milk deliv¬ 
ered by them; and its federated coopera¬ 
tives wUl pay to the federation, when re¬ 
quired by rules and regulations issued 
by the market administrator, the mini¬ 
mum monthly payment specified in the 
rules and regulations to finance the 
activities of the federation that are not 
market-wide in character: Provided, 
That no person shall be counted in this 
respect as a member if he is a member 
of a cooperative which is an applicant 
for or which receives cooperative pay¬ 
ments, or if he is a member of anoUicr 
federated cooperative, 

(iv) If the application is also for an 
additional payment under subparagraph 

(3) of paragraph (f) of this section, the 
aggregate membership of the federated 
cooperatives is not less than 6,000 mem¬ 
bers and the federated cooperatives re¬ 
ceive from their members not less than 
1 cent per hundredweight of milk deliv¬ 
ered by their members, subject to the 
proviso in subdivision (ili) of this sub- 
paragraph, 

<v) If the application is also for an ad¬ 
ditional payment under subparagra(4i 
<5) of paragraph cf > of this section, the 
federation operates marketing facilities, 
i. e.. pool plant<s), or the federated co¬ 
operatives operate marketing facilities, 
at which is received at least 25 per 
centum, by weight, of the milk marketed 
by the members of the federated cooper¬ 
atives: provided. That in determining 
whetlicr the 25 per centum minimum 
requirement is complied with, there shall 
be excluded the milk delivered by mem¬ 
bers of a cooperative which is an appli¬ 
cant for or which receives cooperative 
payments on the same milk, or which is 
a federated cooperative in another fed¬ 
eration which is an applicant for or re¬ 
ceiving cooperative payments on the 
same milk, or which is not meeting the 
requirements of this section applicable 
to it. 

(3> The applicant cooperative or fed¬ 
eration demonstrates that it has the 
ability to perform the maiicet-wide serv¬ 
ices for which application is made, and 
Uiat such services will be performed. 

U) The applicant cooperative or the 
federated cooperatives of an applicant 
federation are in no way precluded from 
arranging for the utilization of milk un¬ 
der their respective control so as to 3 rield 
the highest available net return to all 
producers without displacing an equiva¬ 
lent quantity of other producer milk In 
the preferred classification. 

(c) Notice of fjuaU/lcation or denial: 
Effective date. Upon determination by 
the market administrator that a coopera¬ 
tive or a federation is qualified to receive 
payment for performance of the market- 
wide services, he shall transmit such 
determination to the applicant coopera¬ 
tive or federation and publicly announce 
the issuance of the determination. The 
determination shall be effective with re¬ 
spect to milk delivered on and after the 
first day of the month following Issuance 
of the determination. If, after consid¬ 
eration of an application for payments 
for market-wide services, the market ad¬ 
ministrator determines that the coopera¬ 


tive or federation Is not qualified to re¬ 
ceive such payments, he shall promptly 
notify the applicant and specifically set 
forth in such notice his reasons for de¬ 
nial of the application. 

cd) RequiremenU for continued Quali^ 
ficaiion. From time to time and in ac¬ 
cordance with rules and regulations 
which may be issued by the market ad¬ 
ministrator. each qualified cooperative or 
federation must demonstrate to the mar¬ 
ket administrator that it continues to 
meet the qualification requirements for 
the payments and Is fully performing the 
market-wide services for which it is be¬ 
ing paid. 

<e) Market-wide eervices. Each co- 
ox)eratlve or federation shall perform the 
market-wide services enumerated in this 
paragraph. Such services arc: (1) Ana¬ 
lyzing milk marketing problems and their 
solutions, condutting market research, 
and maintaining current infohnation as 
to all market developments, preparing 
and assembling statistical data relative 
to prices and marketing conditions, and 
making an economic analysis of all such 
data: (2) determining the need for the 
formulation of amendments to the order 
and proposing such amendments or re¬ 
questing other appropriate action by the 
Secretary or the market,administrator 
In the light of changing conditions; (3) 
participating in proceedings with respect 
to amendments to the order, including 
the preparation and presentation of evi¬ 
dence at public hearings, the submission 
of appropriate briefs and exceptions, and 
also participating, by voting or otherwise. 
In the referenda relative to amendments: 

(4) participating In the meetings called 
by the market administrator, such as 
meetings with respect to rules and regu¬ 
lations issued under the order. Including 
activities sucli as the preparation and 
presentation of data at such meetings 
and briefs for submission thereafter: 

(5) conducting a comprehensive educa¬ 
tion program among producers—I. e., 
members and non-members of coopera¬ 
tives—and keeping such producers wolf 
informed for participation in the ac¬ 
tivities under the regulatory order and. 
as a part of such program, issuing pub¬ 
lications that contain relevant data and 
information about the order and its op¬ 
eration, and the distribution of such 
publications to members and, on the 
same subscription basis, to non-members 
who request It. and holding meetings at 
which members and non-members may 
attend; and (6) in the case of a coopera¬ 
tive or federation which receives an ad¬ 
ditional payment under subparagraph 
(4) or (5) of paragraph <f) of this sec¬ 
tion. operating marketing facilities, or 
having within its membership federated 
cooperatives operating marketing facili¬ 
ties, t e., pool plant(8).,^at which is re¬ 
ceived at least 25.per centum, by weight, 
of the milk marketed by all the members 
of the cooperative or by all^the members 
of the federated cooperatives* members. 

(f) Rate, computation, time, and 
method of payment. <l) Subject to the 
provisions of paragraph (g> of this sec¬ 
tion. the market administrator, on or 
before the 25th day of each month, shall 
make payment out of the producer set¬ 
tlement fund« or issue equivalent credit 


therefor, to each cooperative or federa¬ 
tion which is qualified for such payments 
for market-wide services. The XMiyment 
to a cooperative shall be based upon the 
milk reported by cooperative or proprie¬ 
tary handlers to have been received dur¬ 
ing the preceding month from its mem¬ 
bers. and the payment to a federation 
shall be based upon the milk reported 
by cooperative or proprietary handlers to 
have been received during the preceding 
month from the members of its federated 
cooperatives, subject in both Instances to 
adjustment utx>n verification by tbs 
market administrator. 

(2) Such payment or credit shall be St 
the rate of 2 cents per hxmdredweight of 
mUk in accordance with subparagraph 
<1) of this paragraph; Provided, That in 
computing pajment to a cooperaUre. 
there shall be excluded all of the milk of 
Its members who belong to another co¬ 
operative which is an applicant for or 
which receives cooperative payments on 
the same milk or which is a federated 
cooperative in a federation which is an 
applicant for or receiving cooperative 
payments on the same milk: Provided 
further. That in computing payment to a 
federation there shall, be excluded all of 
the milk of members of a cooperative 
which is an applicant for or which re¬ 
ceives cooperative payments on the same 
milk, or which is a federated cooperative 
In another federation which is an appli¬ 
cant for or receiving cooperative pay¬ 
ments on the same milk, or which U not 
meeting the requirements of this section 
applicable to It. 

(3) Any cooperative that has at least 
6,000 members and any federation which 
has an aggregate membership of its fed¬ 
erated cooperatives of at least 6,000 
members shall receive a payment, in ad¬ 
dition to the payment provided for la 
subparagraph (2) of this paragraph, of 
1 cent per hundredweight of milk in 
accordance with subparagraph <l) of 
this paragraph and subject to the pro¬ 
visos contained in subparagraph (31 of 
this paragraph, 

(4) Any cooperative that operates 
marketing facilities, 1. e., pool plant<s>. 
at which is received at least 25 per 
centum, by weight, of the milk marketed 
by its members shall receive a paj^ent, 
In addition to the payment provided for 
in subparagraph (2) or (3) of this para¬ 
graph of 1 cent per hundredweight of aU 
milk marketed by Its members in accord¬ 
ance with subparagraph (1) of this para¬ 
graph: Provided, That in computing the 
payment under this subparagraph there 
shall be excluded the milk delivered by a 
member of the cooperative who is a mem¬ 
ber of another cooperative which is an 
applicant for or which receives coopeia- 
tlvc payments on the same milk or whicn 
is a federated cooperative In a federation 
which is an applicant for or receiving 
cooperative payments on the same mux* 

(5) Any federation that operates mar¬ 
keting facilities. 1. c., pool plant(s).^ 
whose members Include one or more fea- 
crated cooperatives that operate morke^ 
Ing facilities, at which Is received at lea« 
25 per centum by weight, of the mil* 
marketed by the members of Its feder¬ 
ated cooperatives shall receive a paV" 
ment, in addition to the payment pro¬ 
vided for in subparagraph (2) or (3) oi 
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thU paragmph, of 1 cent per hundred- 
weight of all milk marketed by auch 
members in accordance with subpara- 
irspb <l) of this paragraph: Provided. 
That in computing the payment under 
thti subparagraph, there shall be ex¬ 
cluded the milk delivered by members 
o( a cooperative which is an applicant 
for or which receives cooperative pay¬ 
ments on the same milk, or which is a 
federated cooperative In another federa¬ 
tion which is an applicant for or receiv¬ 
ing cooperative payments on the same 
milk, or w^hlch is not meeting the re¬ 
quirements of this section applicable to 
It 

<6) If an individually qualified coop¬ 
erative is aflUiated with a federation, tho 
eooperatlve payment shall be mode to 
fueh cooperative unle5s Its contract with 
the federation speciflea in writing that 
the federation is to receive the pa 3 rment 8 . 
Any such contract must authorize the 
federation to receive the payments for 
At least one year, and such agreement 
must cover or be renewed for a yearly 
period for every subsequent year for 
which the federation is to receive the 
payments. 

<f) I>fsqttoh/!caffon, (1) The market 
Administrator shall issue an order wholly 
or partly disqualifying a prcvloasly quat- 
tfled cooperative or federation for pay¬ 
ments authorized pursuant to this sec¬ 
tion and such payments shall not there¬ 
after be made to it If he determines that: 

(l> The cooperative of federation no 
longer complies with the requirements of 
thli section: Provided. That In the case 
of the federation, if one of its defeated 
cooperatives has failed to comply with 
the requirements of this section appli¬ 
cable to It or has foiled, promptly after 
demand by the market administrator, to 
arrange for the utilization of milk under 
its control so as to yield the highest avall- 
iWe net return to all producers without 
displacing an equivalent quantity of 
other producer milk In the preferred 
olassiflcation: the federation shall be 
disqualified only to the extent that its 
Quoltflcation for payments or the amount 
of Us payments are based upon the mem- 
benhip, milk, or operations of such non- 
comptying federated cooperatives; 

<U) The cooperative or federation has 
failed to make reports or furnish records 
Wiwiant to this section or purstiant to 
[diet and regulations issued by the mar¬ 
ket administrator; or 

(Hi) In the case of the cooperative, it 
hM foiled, promptly after demand by the 
uaarket administrator, to arrange for the 
ULilUstlon of milk under its control so as 
w yield the highest available net return 
to all producers without displacing an 
®Qvitvalent quantity of other producer 
®Ulk In the preferred classlflcatlon. 

^2) An order of the market adminis- 
w^tor wholly or portly disqualifying a 
^kiperative or federation shall not be 
wed unta after the cooperative or fed- 
• had opportunity for hearing 

thereon following not less than 15 days* 
notice to it specifying the reasons for the 
proposed dl^uaUhcatlons, If the coop- 
wative or federation falls to file a wrlt- 
w request for hearing with the market 
l^ministrator within such period of 15 
tho market administrator may Isstie 


an order of disqualification without fur¬ 
ther notice; but if within such period a 
request for hearing is flled. the market 
administrator shall promptly proceed to 
hold such hearing pursuant to rules and 
regulations Issued by him under para¬ 
graph (i) of this section. 

<3) A disqualification order issued by 
the market administrator shall set forth 
the findings and conclusions on the basis 
of which it is Issued. 

(h) Appeals—{!) From denials of ap^ 
plication. Any cooperative or federation 
whose application for qualification has 
been denied by the market administrator 
may, within 30 days after notice of such 
denial, file with the Secretary a written 
petition for review. But the failure to 
file such petition shall not bar the coop¬ 
erative or federation from again apply¬ 
ing to the market administrator for 
qualification. 

(2) From disqualification orders. A 
disqualification order by the market ad¬ 
ministrator shall become final 30 days 
after its service on the cooperative or 
federation unless within such 30-day pe¬ 
riod the cooperative or federation files 
a WTitten petition with the Secretary for 
review thereof. If such petition for re¬ 
view is filed, pa>ihents for which the co¬ 
operative or federation has been disqual¬ 
ified by the order shall be held In reserve 
by the market administrator pending 
ruling of the Secretary, after which tho 
sums so held in reserve shall either be 
returned to the producer settlement 
fund or paid over to the cooperative or 
federation depending on the Secretary’s 
ruling on the petition. If such petition 
for review is not filed, any payments 
which otherwise would be made within 
the 30-day period following issuance of 
the disqualification order shall be held 
in reserve until such order becomes final 
and shall then be returned to the pro¬ 
ducer settlement fund. 

<3) Record on appeal. If an appeal 
Is taken under subparagraph (1) or (2) 
of this paragraph, the market adminis¬ 
trator shall promptly certify to the Sec¬ 
retary the ruling or order appealed from 
and the evidence upon which it was Is¬ 
sued; Provided. That If a hearing was 
held the complete record thereof. Includ¬ 
ing the applications, petitions, and all 
exhibits or other documentary material 
submitted in evidence shall be the record 
so certified. Such certified material shall 
constitute the sole record upon which the 
appeal shall be decided by the Secretary. 

(I) Regulations. The market admin¬ 
istrator is authorized to issue regulations 
and amendments thereto to effectuate 
the provisions of this section and to facil¬ 
itate and Implement the administration 
of its provisions. Such regulations shall 
be issued In accordance with the follow¬ 
ing procedure: 

(1) All proposed rules and regulations 
and amendments thereto shall be the 
subject of a meeting called by the market 
administrator, at which all interested 
persons shall have opportunity to be 
heard. Not less than flve^days prior to 
the meeting, notice thereof and of the 
proposed regulations or amendments 
shall be published in the PeazitAL Reo- 
xsTEB and mailed to qualified cooperatives 
and federation!. A stenographic record 
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shall be made at such meetings which 
shall be public information and be avail¬ 
able for Inspection at the office of the 
market administrator. 

<2) A period of at least five days after 
the meeting shall be allowed for the filing 
of briefs. 

(3) AU regulations and amendments 
thereto issuM by the market adminis¬ 
trator pursuant to this section must be 
submitted In tentative form to the Secre¬ 
tary for approval, shall not be effective 
without such approval, and sl.all be pub¬ 
lished in the Federal Recistcr following 
such approval The regulations or 
amendments in tentative form shall be 
forwarded also to cooperatives and feder¬ 
ations qualified under this section and to 
other persons upon request In writing. 
The Secretary shall cither approve the 
regulations or amendments thereto sub¬ 
mitted by the market administrator or 
direct the market administrator to re¬ 
consider the tentative rules or amend¬ 
ments. In the event the market admin¬ 
istrator is directed to give reconsidera¬ 
tion to the matter, the market adminis¬ 
trator shall either issue revised tentative 
regulations or amendments or call an¬ 
other meeting pursuant to this section 
for additional consideration of the rules 
or amendments. 

<J) Reports and records. A qualified 
cooperative or federation and any feder¬ 
ated cooperative in a qualified federation 
sliall make such reports to the market 
administrator as may be requested by 
him for the administration of the pro¬ 
visions of this section, and shall maintain 
and make available to the market admin¬ 
istrator or his representative such rec¬ 
ords as will enable the market adminis¬ 
trator to verify such reports. 

(k> Notices, demands, orders, etc. AU 
notices, demands, orders, or other papers 
required by this section to be given to or 
served upon a cooperative or federation 
shall be deemed to have been given or 
served as of the time when mailed to the 
last known secretary of the cooperative 
or federation at his last known address. 
. (1) Adjustment period. Any coopera¬ 
tive which was qualified, on the effective 
date of this section, to receive payments 
pursuant to the provisions of ft 927.76 as 
effective December 31, 1952 (referred to 
in this paragraph as the ’’former pro¬ 
visions**), shall continue to receive pay¬ 
ments pursuant to and subject to the 
conditions specified in such former pro¬ 
visions on milk received from producers 
during the 90-day period immediately 
foUowlng the effective date of this sec¬ 
tion; and If such cooperative has applied, 
or is a federated cooperative of a federa¬ 
tion which has applied, for qualification 
pursuant to this section prior to the ex¬ 
piration of such 90-day period, it shaU 
continue to receive payments pursuant 
to the former provisions beyond such 90- 
day period until such time as the market 
administrator has ruled upon such appli¬ 
cation: Provided. That a cooperative or 
a federation may be qualified to receive 
payments pursuant to this section within 
such 90-day period: Provided further^ 
That in no event shall a cooperative, or a 
federated cooperative in a federation, re¬ 
ceive pa>’ment under the former provi¬ 
sions for any period following the effeo- 
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live date of Qualiflcatlon of the cooi>era- 
tlve or federation under this section. For 
the purposes and to the extent specified 
In this paragraph, the provisions of 
I 927.76 as effective December 31, \9b2% 
shall remain in force and effect after the 
effective date of this section. 

1927.77 Cream pairmenU. (a> For 
milk received from producers which is 
classified as Class m pursuant to S 927.37 
(e) <2) the butterfat from which Is sub¬ 
sequently assigned in accordance with 
the provisions of the rules and regula¬ 
tions Issued by the market administra¬ 
tor pursuant to 5 927.36 to sour cream, 
half and half, or reconstituted cream 
shipped to, received in, or distributed in 
the marketing area, or is not established 
to have been otherwise utilized, or to be 
still In storage, the handler required to 
fUe reports pursuant to f 927.52 shall pay 
to the producer settlement fund or be 
issued debits against balances due to 
such handler from the producer settle¬ 
ment fund an amount equal to 9 cents 
per pound of butterfat If the milk was 
separated in the months of March 
through July, and 10 cents per pound of 
butterfat if the milk was separated In 
the months of August through February. 

<b) On the basis of reports pursuant 
to i 927.52 of the utilization of frozen 
cream and the market administrator's 
investigation and audit of such reports, 
the market administralor shall make 
payment out of the producer settlement 
fund to the handler filing such reports, 
or Issue credit against balances due from 
such handler to the producer settlement 
fund, an amount equal to the butter- 
cheese adjustment on each pound of 
butterfat in such cream which was sep¬ 
arated in the months of April through 
September from milk received from pro¬ 
ducers and w'as assigned, in accordance 
with the provisions of the rules and reg¬ 
ulations Issued by the market adminis¬ 
trator pursuant to I 927.36, to butter in 
the months of January through March. 

(c) With respect to Class II milk the 
butterfat from which is on hand at the 
plant in the form of cream, or having 
left the plant in the form of cream had 
not been delivered to a plant or pur¬ 
chaser by the end of the period for estab¬ 
lishing classification, but subsequent to 
the end of the period for establishing 
classification such cream is so handled 
that It would have been classified at a 
plant outside the marketing area in Class 
HI pursuant to f 927.37 Ce> <1), <3), <5), 
or (6) had such handling occurred dur¬ 
ing the period for establishing classifi¬ 
cation, the handler who received the milk 
from producers may claim a refund by 
filing a report giving the facts with re¬ 
spect to such handling. On the basis of 
verification of such report, the market 
administrator shall make payment out 
of the producer settlement fund to such 
handler or issue credit against any bal¬ 
ance due from such handler to the pro¬ 
ducer settlement fund In an amount 
equal to the difference between the Class 
n and Class HI prices applicable for the 
month when the milk was received from 
producers. 

i 927.78 Painnents on milk received 
from dairy farmers at non-pool plants. 
Payments shall be made by handlers to 
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producers, through the producer settle¬ 
ment fimd. for milk and milk products 
under conditions, in amounts, and by the 
handler pursuant to paragraphs <a) 
through <d> of this section; Provided, 
That for any month in which the volume 
of Class HI milk used in the computation 
of the uniform price is less than 15 per¬ 
cent of the combined volume of the Class 
I-A and Class H milk used in such com¬ 
putation, the payments set forth in this 
section shall not be required: and Pro¬ 
vided further. That in the case of milk 
received by a handler under this order 
from a plant which Is a pool plant under 
the North Jersey order, the payments set 
forth in this section shall not be required. 

(a) Payments shall be made for milk, 
concentrated fluid milk, fluid milk prod¬ 
ucts. cultured or flavored milk drinks, 
cream, half and half, fluid cream prod¬ 
ucts, and skim milk, w^hlch milk or milk 
products meets each of the following 
conditions: 

<l> It was derived from milk received 
at a nbn-pool plant from dairy farmers 
other than the plant operator. 

(2) It was shipped to. received in, or 
distributed in the marketing area, or was 
received at a pool plant outside the 
marketing area. 

(3 > The milk or milk equivalent of the 
butterfat is clasirlfied as Class I-A or 
Class H. or the skim milk would be sub¬ 
ject to the fluid skim differential if it 
were derived from pool milk. 

<b) The amounts of payment for the 
products set forth in paragraph (a) of 
this section shall be as follows; 

11 > If the milk or the milk equivalent 
of the butterfat, or the skim milk is 
classified and paid for under another 
order issued pursuant to the act. the 
amount of pa 3 rment on such products, ex¬ 
cept skim milk, shall be any plus amount 
obtained by subtracting the value of the 
milk or the milk equivalent of the butter¬ 
fat at the class price or prices under such 
order from the value computed in ac¬ 
cordance with the classification and 
pricing set forth in this subpart: Pro¬ 
vided, That the payment shall be at the 
rates set forth in subparagraph (2) of 
this paragraph if the other order permits 
the deduction of such payment from the 
amount otherwise due for such milk pur¬ 
suant to such other order. The amount 
of payments on skim milk shall be an 
amount computed pursxiant to $ 927.44 
adjusted for the location of the plant. 

(2) If the milk or milk product is de¬ 
rived from milk received from dairy 
farmers at a non-pool plant In the 421- 
425 mile zone, or in some other zone 
nearer the marketing area, the handling 
of which Is not regulated by an order 
issued pursuant to the act or is regulated 
by another order as specified in the pro¬ 
viso of subparagraph (1) of this para¬ 
graph, the amount of payment, except 
as otherwise specified In subparagraph 
<4) of this paragraph, shall be the dif¬ 
ferences between its classified value at 
the Class I-A or the Class II price, de¬ 
pending upon its classification, and its 
value at the Class HI price, such class 
prices to be adjusted for butterfat test 
and the location of the plant at which 
the non-pool milk was originally received 
from farmers; Provided, That for con¬ 
centrated fluid milk, cream, half and 


half, fluid cream products, and cultured 
or flavored milk drinks containing’ less 
than 3.0 percent or more than 5.0 per¬ 
cent butterfats the payment i^all be 
computed on the milk equivalent thereof 
as so classified. The amount of the pay¬ 
ment on skim milk (either as skim milk, 
half and half, or In cultured milk drinks) 
shall be the amount computed pursuant 
to 1927.44 as similarly adjusted for 
location. 

<3) If the milk or milk product h de¬ 
rived from milk received from dairy 
farmers at a non-pool plant farther from 
the marketing area than the 421-425 mile 
zone, the handling ot which Is not regu¬ 
lated by another order issued pursuant 
to the act, or is regulated by another 
order as specified in the proviso of sub- 
paragraph Cl) of this paragraph, the 
amount of payments shall be the dif¬ 
ference between the value of its milk 
equivalent at the Class l-A or Class 11 
price, depending upon its claasificaiion, 
and the value of such milk at the mid- 
western condensery price announced 
pursuant to S 927.46 (b) (9), such cUsi 
prices to be adjusted fot; the location of 
the plant at which the non-pooi milk 
was originally received from dairy 
farmers: Provided, That for milk, fluid 
milk products, and cultured or flavored 
milk drinks containing 3.0 percent or 
more but not more than 5.0 percent of 
butterfat, the payment shall be the dif¬ 
ference tetween the value of such milk 
or milk product at the Class I-A price for 
milk containing 3.5 percent butterfat. ad¬ 
justed for location of the plant, and the 
condensery price. The amount of the 
payment on skim milk (either as skim 
milk, half and half, or in cultured milk 
drinks) shall be the amount computed 
pursuant to i 927.44 similarly adjusted 
for location, 

<4) For any month in which the 
volume of milk subject to the butter- 
cheese adjustment used in the compuU* 
tion of the uniform price is more than 15 
percent of the combined volume of the 
Class I-A and Class H milk used in such 
computation, tlie payment required by 
subi^ragraph (2) of this paragraph 
shall be increased by the value of the 
milk or milk equivalent at the rate of the 
butter-cheese adjustment at the plant 
where the milk was received from dairy 
farmers. 

<5) In computing the milk equivalent 
value of milk or milk products as speci¬ 
fied in this paragraph, sucii value shall 
be computed on the basis of milk con¬ 
taining 3.5 percent of butterfat 

(c) Payment for any milk or milk 
product pursuant to this section shall 
be made, on behalf of the handier re¬ 
ceiving the milk from dairy fanners, by 
the appropriate handler as set forth in 
subparagraphs (1) through (3) of this 
paragraph: Provided, That if the milk 
is received from a handler under another 
order issued pursuant to the act. which 
order provides that the payment to the 
producer settlement fund may be de¬ 
ducted from the handler's obligation 
under the other order, tlic payment shsU 
be made by the hanger subject to the 
other order regardless of the provl 5 ions 
of subparagraphs (1) through ( 3 > w 
tiiif paragraph. 
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(1) By the handler first receiving the 
milk or milk product at a pool plant out* 
tkle the marketing area, 

(2) By the handler operating the plant 
vhere the milk or milk product is first 
received In the marketing area It the 
milk or milk product is not received at 
a pool plant outside the marketing area. 

(3> By the handler operating the 
{tot from which the milk or milk prod¬ 
uct was moved Into the marketing area 
if such milk or milk product is neither 
received at a pool plant outside the mar¬ 
keting area nor at a pldnt in the market¬ 
ing area. 

(d) The amount due pursmant to this 
section shall be entered on the handler's 
account as a debit immediately after the 
filing of the report pursuant to I 027.50. 
or if the handler fails to file such report, 
such amount shall be entered on the 
handler's account In accordance with 
1027.75. 

f 927.70 Papments on milk or milk 
products the source of which is not es- 
(ablished. Payments shall be made by 
handlers to producers through the pro¬ 
ducer settlement fund, for milk and 
milk products under conditions, in 
amounts, and by the handler pursuant 
to paragraphs (a) through (d) of this 
secUon. 

(a) Payments shall be made for milk, 
concentrated fluid milk, fluid milk prod¬ 
ucts. cult\ired or flavored milk drinks, 
cream, half and half, fluid cream prod¬ 
ucts. and skim milk which milk or milk 
product meets each of the following 
conditions: 

(II It was derived from milk for which 
the farm source is not established. 

(2) It was shipped to. received in. or 
distributed in the marketing area, or 
was received at a pool plant 

(31 If first found at a non-pool plant, 
the milk or milk eauivalent of the butter- 
fat is classified as Class I-A or Class n, 
or the skim milk is subject to the fluid 
«klm differential. 

(bi The amounts of i>ayment for the 
product set forth in paragraph (a) of 
this section shall be as follows: 

a> P6r milk, concentrated fluid milk, 
fluid milk products, or cultured or fla¬ 
vored milk drinks containing 3.0 percent 
or more but not more than 5.0 percent 
of butterfat. the value of such mUk. fluid 
flillk products, cultured or flavored milk 
drinks, or the milk equivalent of such 
concentrated fluid milk at the class price 
at the plant where first founcL 

(2) For cream, half and half, fluid 
cream products, or cultured or flavored 
drinks containing less than 3.0 iw- 
cotu or more than 5.0 {percent of butter- 
fat. the value of the milk equivalent of 
product at a rate per hundred¬ 
weight computed pursuant to § 927.40 
<l) adjusted by the dilTercntlals set 
forth in column C in the Ublc In I 027.42 
for the zone of the plant at which first 
found. 

(3> For skim milk in a form subject to 
the fluid skim milk differential, the value 
at a rate per hundredweight computed as 
follows: divide the amount computed 
Pursuant to I 927.40 (c) (2) by 0.9125, 
wi an amount computed pursuant to 
1927.44. and adjust the result by the 
fliflorentlal set forth in column B In the 
No, 102-13 


table in § 927.42 for the zone of the plant 
where first found. 

(4) For skim milk in a form not sub¬ 
ject to the fluid skim milk differential, 
the value at a rate |>er hundredweight 
computed as follows: divide the amount 
computed pursuant to I 927.40 (c) (2) 
by 0.9125. 

(5) In computing the milk equivalent 
value of products as specified in this par¬ 
agraph. such value shall be computed on 
the basis of milk containing 3.5 {lercent 
of butterfat 

( 0 ) Payment for any milk or milk 
product pursuant to this section shall be 
made, on behalf of the handler receiving 
the milk from dairy farmers, by the ap¬ 
propriate handler as set forth in sub- 
paragraphs (1) through (3) of this 
paragraph: 

(1) By the handler first receiving the 
milk or milk product at a pool plant out¬ 
side the marketing area. 

(2) By the handler operating the plant 
where the milk or milk product is first 
received in the marketing area if the 
milk or milk product is not received at 
a pool plant outside the marketing area. 

(3> By the handler operating the plant 
from which the milk or milk* product was 
moved into the marketing area if such 
milk or milk product Is neither received 
at a pool plant outside the marketing 
area nor at a plant in the marketing area. 

(dl The amount due pursuant to this 
section shall be entered on the handler's 
account as a debit immediately after the 
filing of the report pursuant to I 927.50. 
or If the handler fails to file such reix>rt. 
such amount shall be entered on the 
handler's account In accordance with 
I 927.75. 

exySNSe of AOMIKCSTgATIOK 

S 927.80 Payment by handlers. As 
his pro rata share of the expense of ad¬ 
ministration of this subpart, each han¬ 
dler shall, on or before the 18th day of 
each month, |>ay to the market adminis¬ 
trator a sum not exceeding two cents 
l>er hundredweight on the total quan¬ 
tity of milk which was received from pro¬ 
ducers at plants 0 {>eratcd by such han¬ 
dler, directly or at the instance of a 
cooperative association of producers, the 
exact amount to be determined by the 
market administrator subject to review 
by the Secretary. This section shall not 
be deemed to duplicate any similar pay¬ 
ment by any handler under an order is¬ 
sued by the Commissioner of Agriculture 
and Markets of the State of New York, 
with respect to the marketing area. 
Whenever verification by the market ad¬ 
ministrator discloses an error in the pay¬ 
ment made by any handler, such error 
shall be adjusted not later than the date 
next following such disclosure on which 
payments are due pursuant to this sec¬ 
tion. 

MISCELLANEOUS 

927.85 Termination of obUoaiions, 
The provisions of this section shall apply 
to any obligation under this subpart for 
the payment of money lrres];>ective of 
when such obligation arose, except an 
obligation involved In an action insti¬ 
tuted before August 1,1949, under 8ec. 8c 
(15) (A) of the act or before a court. 


Ca) The obligation of any handler to 
pay money required to be paid under the 
terms of this subpart shall, except as 
provided in paragraphs (b) and <c) of 
this section, terminate two years after 
the last day of the calendar month dur¬ 
ing which the market administrator re¬ 
ceives the handler's utilization report on 
the milk involved in such obligation, un¬ 
less within such i}erlod the market ad¬ 
ministrator notifies the handler In writ¬ 
ing that such money Is due and payable. 
Service of such notice shall be complete 
upon mailing to the handler's last known 
address, and it shall contain, but need 
not be limited to, the following informa¬ 
tion: 

(1) The amount of the obligation ; 

(2) The monUi<8) during which the 
milk, with respect to which the obligation 
exists, was received or handled: and 

(3) If the obligation is payable to one 
or more producers or to an association of 
producers, the name of such producer(s) 
or association of producers, or if the obli¬ 
gation is payable to the market adminis¬ 
trator, the account for which it is to be 
paid. 

(b) If a handler falls or refuses, with 
respect to any obligation under this sub- 
l>art. to make available to the market ad¬ 
ministrator or his representatives all 
books and records required by this sub- 
peo-t to be made available, tne market 
administrator may, within the two-year 
period provided for in paragraph (a) of 
this section, notify the handler In writing 
of such failure or refusal. If the market 
administrator so notifies a handler, the 
said two-year |)eriod with re5i>ect to such 
obligation shall not begin to run until the 
first day of the calendar month following 
the month during which all such books 
and records pertaining to such obligation 
are made available to the market admln- 
IstratCr or his representatives. 

(c) Notwithstanding the provisions of 
paragraphs (ai and (b> of this section, 
a handler's obligation under this sub¬ 
part to pay money shall not be termi¬ 
nated with respect to any transaction 
Involving fraud or willful concealment 
of a fact, material to the obligation, on 
the part of the handler against whom 
the obligation Is sought to be lm{)osed. 

(d) Any obligation on the i>art of 
the market administrator to pay a han¬ 
dler any money which such handler 
claims to be due him under the terms of 
this subpart shall terminate two years 
after the end of the calendar month 
during w'hich the milk Involved in the 
claim was received (or with resi>ect to 
storage cream payments pursuant to 
8 927.77 (b>, two years after the end of 
the calendar month during which such 
cream is utilized! If an underpayment 
is claimed, or two years after the end of 
the calendar month during which the 
payment (including deduction or set-oft 
by the market administrator) was made 
by the handler if a refund on such i>ay- 
ment is claimed, unless such handler, 
within the applicable {>erlods of time, 
files pursuant to section 8c (IS) (A) of 
the act. a ];)etiUon claiming such money. 

8 927.86 Continuing obligation of 
handlers. Unless otherwise provided by 
the Secretary in any notice of amend¬ 
ment, termination, or suspension of any 
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or &n of the protUlons of this tubpart. 
such amendment, termination, or sus¬ 
pension Khali not affect, waive, or termi¬ 
nate any right, duty, obligation, or lia¬ 
bility which shall have risen or may 
thereafter arise in connection with any 
provision of this subpart: release or 
waive any violation of this subpart oc¬ 
curring prior to the effective date of 
such amendment, termination, or aus- 
pen5lon: or affect or impair any rights 
or remedies of the Secretary or of any 
other person with respect to any such 
violations. 

f 027.87 Conifnvfna potrrr and dntp 
of market admtni$iratcr. The market 
administrator shall (a) continue in such 
capacity until discharged by the Secre¬ 
tary; (b) from time to time account for 
all receipts and disbursements and de¬ 
liver nil funds or property on hand, to¬ 
gether with the books and records of the 
market adminlslmtor. to such person as 
the Secretary shall direct; and (c> if 
so directed by the Secretary execute such 
assignments or other instruments neces¬ 
sary or appropriate to vest In such person 
full title to all funds, property, and 
claims vested In the market adminis¬ 
trator pursuant to this subpart. 

1927.83 Liquidation. Upon the ter¬ 
mination or suspension of this subport, 
the market administrator shall, if so di¬ 
rected by the Secretary, liquidate the 
business of the market administrator's 
of8ce and dispose of all funds and prop¬ 
erty then in his possession or under his 
control, together with claims for any 
funds which are unpaid and owing at the 
time of such termination or suspension. 
Any funds collected for expenses pur¬ 
suant to the proNislons of this subpart 
over and above the amounts necessary 
to meet outstanding obligations and the 
expenses necessarily Incurred by the 
market administrator In liquidating the 
business of the market administrator's 
office shall be distributed by the market 
administrator to handlers in an equitable 
manner. 

( 927.89 Agents. The Secretary may, 
by designation in writing, name any ofll- 
cer or employee of the United States to 
act as his agent or representative in con¬ 
nection with any of the provisions of this 
subpart, 

§ 927.90 Amendments. Whenever the 
Secretary calls a public hearing to con¬ 
sider amendments to this subpart he 
shall also simultaneously call a public 
hearing to consider the same amend¬ 
ments to the North Jersey order or 
promptly announce his determination 
that such a hearing with respect to the 
North Jersey order should not be held, 
together with reasons for such determi¬ 
nation. 

Following are proposed amendments 
to the New York Order No. 27; proposed 
by Dairymen's League Cooperative As¬ 
sociation. Inc., and Metropolitan Coop¬ 
erative Milk Producers Bargaining 
Agency, Inc.: 

Amend Order No. 27 as follows: 

(a) Enlarge the definition of a mar¬ 
keting area i 1927.3) to include all or 
parts of the following counties in the 
6tate of New York: Albany, Rensselaer, 


Schenectady, Saratoga. Montgomery, 
Pulton, Oneida. Herkimer. Madison, 
Onondaga. Cayuga. Oswego. Tompkins, 
Chemung. Tioga. Broome, Sullivan, 
Ulster. Orange, Rockland. Putnam and 
Dutchess. 

(b) Make coordinating amendments to 
others sections of the order so that cer¬ 
tain of the present provisions applicable 
to the pre.sent marketing area do not 
apply to the added portions of the mar¬ 
keting area such as (1) 1927.60 (f) and 
f 927.66 <b) with regard to location dif¬ 
ferentials (see Cc) below); (2) §927.33 
insofar as it now carries out the objec¬ 
tive of country utilisation cUssiffcatlon 
which is practically unfeasible with re¬ 
gard to upstate markets, and (3) 
§ 927.60. with regard to the method of 
pooling producer dealers (see (d) below.) 

(c) Providing for a 15-cent per 
hundredweight direct delivery differ¬ 
ential for milk delivered by producers to 
handlers* plants in the upstate exten¬ 
sions of Uie marketing area at which 
milk is packaged in consumer packages, 
to be paid by handlers in addition to the 
uniform price, in place of the location 
payments eliminated as to such upstate 
markets by <b) (1) above. 

(d> Provide for the pooling of milk 
from handlers’ own farms in the up¬ 
state extensions of the marketing area in 
excess of one thousand pounds a day. if 
the handler receives no milk from other 
producers or plants (see (b) (3) above.) 

(e) Eliminate I-C pricing In upstate 
New York by amending § 927.37 (c) by 
taking out the words ’’the State of New 
York or.*^ 

Proposals for separate order for North¬ 
ern New Jersey for amendment of Order 
No. 27; proposed by Milk Dealers’ Asso¬ 
ciation of Metropolitan New York. Inc., 
and Shemeld Farms Company. Inc.” 

Class definitions and class prices. ’The 
class, definitions and class prices should 
be the same under the two orders. 

The base point for determining mileage 
xones, the actual mileage zones for each 
plant, freight zone differentials and loca¬ 
tion differentials should bo identical 
under both orders. 

Butterfat differentials applicable to 
class prices and the blend price to pro¬ 
ducers should be the same under both 
orders. 

In order to achieve uniformity of 
blend prices at country plants In the 
same geographic area, the three follow¬ 
ing methods must be considered at a 
hearing. If the preliminary blend price 
computation under one order comes out 
higher than under the other, then pro¬ 
visions in the orders should 

(a) Allow for the transfer of funds 
from one pool to the other so as to equal¬ 
ize the blend prices; os 

(b) Allow for the assignment of milk 
from one pool to the other so as to equal¬ 
ize the blend prices; or 

(c) Develop “area of production 
orders” so as to segregate on a geo¬ 
graphic basis the plants eligible to par¬ 
ticipate in each order. 

One of the key provisions of such 
^area of production ordem” would be as 
follows: 

All plants in Vermont. New York State 
except Rockland. Orange counties and 
in the Pennsylvania couhtles of Erie, 


Warren. McKean. Potter, Tioga, Brad¬ 
ford, Susquehanna, Wayne, Crawford, 
Sullivan and Wyoming can be Order 27 
pool plants upon application and deter¬ 
mination by the Secretary that the re¬ 
quirements for pool plant status are met 
and no plants in such area shall be 
eligible for pool plant status under a 
New Jersey order. 

All plants in New Jersey, Delaware. 
Maryland, Pennsylvania except the 
eleven named counties above, and in the 
New York counties of Orange and Rock¬ 
land can be NeW Jeirey order plants 
upon application and determination by 
the Secretary that the requirements for 
pool plants are met. and no plants in 
such area shall be eligible for pool plant 
status under Order No. 27. 

(1) Requirements: In order to qualify 
as a pool plant under either order, the 
person operating the plant shall meet 
each of the following requirements: 

(aa> Be willing to ship fluid milk to 
the marketing area under either order 
milk received at tlie plant from dairy 
farmers. 

(bb) Keep such control over the sani¬ 
tary conditions under which milk re¬ 
ceived at the plant la produced and han¬ 
dled so that the plant can meet the re¬ 
quirements of a source of fluid milk for 
the marketing area under either order. 

(cc) Have no commitments for dispo¬ 
sition of mine that prevent him from 
shipping milk to the marketing area. 

Note: Bulk tank farm milk abmild ba 
treated tn the aame way that ptanu art 
treated, with the locaUon of the farm belDf 
the governing factor in determining the orckr 
under which the milk would be regulated. 

All of the proposals which follow as 
paragraphs are contingent on the adop¬ 
tion of one or more of the three proposals 
listed above as (a), (b) or (c): 

* • • • * 

If ”area or production orders” are not 
developed, all plants having approval to 
ship fluid milk or fluid cream to the 
North Jersey markets In recent years 
should be allowed to elect to be pool 
plants under the New Jersey Order. 

Marketing area —(a) North Jersey. If 
milk sold for fluid use in non-fedcrally 
regulated areas Is priced on a competitive 
basis the North Jersey marketing area 
should Include only the 13 eoimtles of 
North Jcrccy. If milk sold for fl aid use to 
non-fcderally regulated areas is not 
priced on a competitive basis the thi^ 
nearby counties in i:ew York of 
land. Orange and Sullivan, should also be 
included in the North Jersey markcUnc 
area. 

(b) Order No. 27. If milk sold for 
fluid use in non-federally regxilated aj^ 
is priced on a competitive basis there 
need be no change In the marketing area 
under Order No. 27. If compeUtIve pric¬ 
ing Is not maintained, then Putnam ana 
Dutchess C^ounties in New York State 
sliould be included in the Order No. 
marketing area. 

Mileage zones. ’The hearing notice 
should provide for talcing evidence on a® 
equitable and proper method of 
mining mile^gj distances from a potoi 
in the marketing area under Order NO. 
27 to indivldi^plants either under^j 
der Na 27 or under a separate New 
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Jersey order. The mileages so deter¬ 
mined should apply under any separata 
New Jersey order as well as under Order 
No. 27. Such a method should be based 
oo the following principles: 

(a> Establish a representative basing 
point for the marketing area. 

(b> Establish key points in the milk- 
ibed and also milk tank truck routes and 
mileages to the representative basing 
point for the marketing area. 

(c) Provide that mileages from loca¬ 
tions not at key points be established as 
s result of rules and regulations meeting 
on the basis of the shortest practical 
milk tank truck route to the key point 
roQte, with appropriate adjustment in 
ker point mileage. 

Relocation payments. Fbr milk uti¬ 
lized for manufacturing, both orders 
should provide for payments from the 
respective pools to cover a portion of the 
first plant handling cost and transpor¬ 
tation of the milk from the plant where 
first received from producers to the plant 
vbere the milk is manufactured. 

Pooling. A New Jersey order must 
provide for market-wide pooling. 

Classification. The New Jersey Order 
tnd Order 27 should use the same method 
of determining classification, as follows: 

(a) Classification shall be determined 
tt the plant at which milk is received 
from dairy farmers: Provided, that if 
such milk is shipped in the form of milk 
or cream 

(1) to another pool plant or plants 
whether Inside or outside the marketing 
•rea. and/or 

to another non-pool plant or 
plants within the marketing area, it shall 
be classified at the plant or plants to 
which it is shipped, and there shall be no 
Iknit on the number of inter-plant 
movements In the form of milk or cream 
<ta other words, complete marketing 
area classification) except that milk or 
cream shipped to a non-pool plant out¬ 
ride the marketing area shall be clas- 
jffled at such non-pool plant unless the 
handler operating the pool plant from 
which such shipments are made to the 
non-pool plant elects in writing in his 
monthly reports to have classification 
all milk or cream received during the 
month at such handler*8 pool plant and 
•hipped as milk or cream to the non- 
^1 plant determined at the pool plant 
[rom which the milk or cream is shipped 
to the non-pool plant. 

<b) At the hearing appropriate meth- 
jMof classifsring and pricing milk moved 
irom Order 27 plants to New Jersey or- 
der plants and vice v6rsa, should be de- 
^feloped. 

Burden of proof and losses in transit. 
Both orders should provide that the bur- 
should rest on the handler receiving 
producers to show that the 
^Ik should not be classified as Class 1. 
w a handler can prove loss in transit, the 
^ik equivalent shall be paid for at the 
^ n price. 

/or establishing classification. 
orders should provide that a period 
JWing with the last day of the month 
jollying the month during which the 
5™ was received from dairy farmers 
be allowed for handling such milk 
« a basis for establishing the classlflca- 
^ as other than Class L 


Both orders should provide for estab¬ 
lishing the same accotmting procedure 
and appropriate rules and regulations. 

Classes of utilization for both orders, 

(a) Class I shall be all milk sold or dis¬ 
tributed as fluid milk in any federally 
regulated marketing area. 

<b) Class I~A shall bo all milk sold or 
distributed as fluid milk in any area not 
under federal regulation, except as de¬ 
fined In I-B. 

(c) Class I-B shall be all milk sold or 
distributed as fluid milk in any area regu¬ 
lated by a state where compensatory pay¬ 
ments are required on such milk. Both 
orders should expressly provide that this 
provision shall not be deemed a consent 
to or validation of the action of any 
state authority in imposing compensa¬ 
tory payments on milk under federal 
regulation without federal sanction. 

(d) Concentrated fluid milk, fluid milk 
products, cultured or flavored milk drinks 
containing 3 percent or more but not 
more than 5.0 percent of butterfot sold 
or distributed In the Class I. Class 1-A or 
Claks 1-B areas shall be classified the 
same as fluid milk In the same area. 

(e) Class n: All milk received from 
producers at pool plants, except that 
which is classified as I. I>A, I-B. or m. 

if) Class IH: All milk received from 
producers at pool plants, utilized for 
Cheddar or Cheddar type cheeses. 

Storage cream rebates. With respect 
to Class n milk which Is cla.ssifled as 
storage cream or is on hand at the plant 
In the form of cream but sul^equently is 
churned Into butter, the Market Admin¬ 
istrator shall credit the handler with 4 
cents per pound of fat. Compare pres¬ 
ent Order 27, i 927.77 (b) and <c). (This 
provision should be the same In both 
orders.) 

Announcement of prices. Both orders 
should provide that all class prices and 
uniform prices be announced on a 3.5 
I>ercent butterfat basis at the 201-210 
mile zone. 

Class prices in both orders. (a> Class 
I: Keep the present formula In Order 27, 
but provide for two changes, as follows: 

(1) Adjust the base utilization per¬ 
centage of 63.6 in the present Order 27 
I-A formula to allow for the difference in 
the combined percentage of Class 1 milk 
In the two orders. 

(2) Incorporate a new set of seasonal 
adjustment factors, as follows: 


jAnuary 

0.96 

July ___ 

1.04 

February 

.96 

Augoat ___ 

i.oe 

March__ 

J)6 

September ... 

1.06 

April ... ... 

.93 

October ...... 

1.06 

Jbfay_ 

.93 

November ... 

1.04 

June ........ 

4)6 

December ... 

14)0 


(b) Class I-A: (fluid milk in non-reg- 
ulated area). uniform price plus 20 cents 
per hundredweight. 

(c) Class l-B; (fluid milk in areas 
regulated by a state and upon which 
compensatonr payments are required). 
Class II price in Order 27, described 
below. 

(d> Class 11: (all milk other than 
fluid milk and Cheddar cheese) 

(1) To be priced along the lines of 
present Order No. 27 Class III price, with 
appropriate modifications to reflect local 
conditions more realistically. 

(2) For Class n milk utilized In but¬ 
ter, the Class n price under Order 27 
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(described above) minus 4.0 cents per 
penmd of butterfat. 

(e) Class III: (milk utilized for Ched¬ 
dar cheese). The formula price for this 
class to be based on the Wisconsin as¬ 
sembly point price of state brand Ched¬ 
dar cheese, with appropriate yield factor 
and making allow'ance. 

Fluid skim differential. There shall 
be no fluid skim differontial under either 
order. 

Butterfat differentials under both or» 
ders. (a) Paid by handlers: 

(1) Classes I, I-A and I-B. 4 cents per 
point. 

(2) Class IT. fat value In Class n (but¬ 
ter + 2 X IJ22 X 3.5) minus $0.33 divided 
by 35. 

(3) Class III to be determined on the 
basis of evidence presented at the 
hearing. 

(b) Paid to producers (uniform 
price). Weighted average butterfat dif¬ 
ferential paid by handlers on all milk in 
pool under Order No. 27. 

Location differential. Both orders 
should provide that any and all location 
differentials should be paid out of the 
respective p(X)U. and no part should be 
payable by the handler. 

Provisions of Order 27 whlcdi should 
be incorporated in Order 27 and the New 
Jersey Ordefl: 

(a) Compensatory pasrments: These 
need not necessarily be the same in both 
orders. 

(b) Expense of administration. 

Misccllaneotis provisions common to 
both orders: 

(a) Termination of obligations. 

(b) Continuing obligation of handlers. 

(c) Liquidation. 

<d) Appointment of agents by the 
Secretary. 

One and the same market administrator 
should administer both orders and the 
rules and determinations under both 
orders should be the same. 

Proposals for a separate order for 
Northern New Jersey and amendments 
to Order No. 27: proposed by a group of 
23 members of the Milk Dealers Associa¬ 
tion of Northern New Jersey: 

The respective orders must recognize 
and encompass the following: 

1. The Northern New Jersey market¬ 
ing area should include the four nearby 
New York counties located west of the 
Hudson River, and the Order 27 mar¬ 
keting area should include the two 
nearby New York counties located east 
of Uie Hudson River, or provision shouM 
be made for competiUvo pricing in those 
six nearby New York counties. 

2. Market-wide p<x)l for Northern New 
Jersey Order. 

3. Equalization of prices to producers 
regardless of area in which their milk U 
marketed. 

4. Equalization of cost of milk to deal¬ 
ers at given point or points in the mar¬ 
keting area or areas. 

5. Preedom of movement and market¬ 
ing of milk in both marketing areas. 

6. Competitive pricing of milk mar¬ 
keted in non-federally regulated mar¬ 
kets. 

7. Recognition of long established 
open cream market in New Jersey as 
dlstingtiished from New York City. 
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8. dassiflcation of milk In the mar¬ 
keting arcaa. 

9. Any new regulation for Northern 
New Jersey not effcoUve until effective 
date of amended Order 27 designed to be 
compatible with such new Northern 
New Jersey Order. 

10. Certified milk shall not be pooled. 

Proposed order for Northern New 

Jersey; proposed by a group of 12 mem¬ 
bers of the Milk Dealers Association of 
Northern New Jersey: 

DcrmtTxoNS 

A. Marketing area. The marketing 
area shall Include the following thirteen 
<13) counties in Northern New Jersey: 
Bergen, Efscx, Hudson. Hunterdon. Mid- 
dlc^:ex. Monmouth, Morris, Ocean. Pas¬ 
saic. Somerset. Union and Warren and 
herein referred to as North Jersey. 

B. Others. At the Hearing, definitions 
should be developed for: <1) Producer. 
<2> producer-handler. (3) dairy farmer. 
<4) Secretary. (5) Director, (6) Special 
premium grade A milk or equivalent, (7) 

.^person, (8) pool plant, (9) base-rating. 
<10) re-load plant, (11) other sources. 
(12) regulated plant, (13) city plant, (14) 
country plant, (15) reserve plant, etc. 
This list is not considered to be all 
Inclusive. 

MARKET ADMINISTRATOR 

North Jersey Order should provide 
tliat it be administered by a Market Ad¬ 
ministrator, selected by the Secretary of 
the United States Department of Agrl- 
cuUtn-e and the Director of the Office of 
Milk Industry, New Jersey State Depart¬ 
ment of Agriculture with his compensa¬ 
tion. powers and duties to be set forth 
in accordance with the latest federal 
orders issued or to be Issued. 

POOL PLANTS 

A. Plants eligible for pool plant status 
under North Jersey Order as of the 
effective date of the order: 

1. Any person who operted a plant re¬ 
ceiving milk for producers which plant 
shipped milk for fluid use into the mar¬ 
keting area of North Jersey Order during 
any of the months of July through De¬ 
cember 1955 is uualifled to have such 
plant designated as a pool plant provided 
such plant has a license issued by the 
New Jersey State Department of Health 
as an **A", or or •‘O'* designation and/ 
or by any other health authority in the 
area. 

2. Any person who operated a plant 
receiving milk from producers which 
plant was a reserve suply for the market¬ 
ing area of North Jersey Order is quali¬ 
fied to have such plant designated as a 
pool plant prior to the effective date of 
the North Jersey Order provided It has 
a license from the New Jersey State De¬ 
partment of Health. 

B. Hequirements: In order to be des¬ 
ignated as a pool plant upon application, 
the plant must maintain a liceziM from a 
health authority in the area for shipment 
of milk for fluid use In the marketing 
area, be located In New York State. Ver¬ 
mont, Mas^husetts. Connecticut, Penn¬ 
sylvania. N?w Jersey, Mar>'land and Del¬ 
aware and, in addition, the person 
operating the plant shall meet each of 
the following rcQuiremcnts. 
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1. Be willing to ship all the milk re¬ 
ceived at the plant from dairy farmers 
or producers to the marketing area. 

2. Have no commitments for the dis¬ 
position of the milk or milk products at 
the plant which would prevent the op¬ 
erator from shipping the fluid milk re¬ 
ceived at the plant from producers to the 
marketing area. 

3. Any person who operated a plant 
which was pooled on the basis of ship¬ 
ping plant provision for 12 consecutive 
months, may apply to have such plant 
designated as a pool plant imder North 
Jersey Order, effective the following 
month provided application is made prior 
to end of the 12th month. 

C. Shipping plants: For any month a 
plant which ships Class I fluid milk to 
the marketing area, either directly or 
through other plants, which quantity of 
milk during the months of July throxigh 
March is equal to more than 40 percent 
of the milk received from producers, or 
during the month of April through June 
is equal to more than 10 percent of the 
milk received directly from producers, 
shall automatically be designated a pool 
plant; Provided, thet for tiie months of 
April, May or June no plant at which 
milk was received from producers shall 
be a pool plant on this basis unless during 
the preceding July. August, September 
and October at least 60 percent of such 
milk for each month is Class I, either 
directly or through other plants, was sold 
or distributed in or shipped to the mar¬ 
keting area in the form of milk. 

D. Suspension and cancellation: North 
Jersey Order should provide: 

1. That the designation of any plant 
as a pool plant shall be cancelled at the 
end of any month of December through 
April upon 15 days* prior notice to the 
Market Administrator by the person 
operating the plant and designation of 
pool plant once cancelled cannot be rein¬ 
stated except when complying with B-3 
of this section. 

2, For an emergency milk provision 
that can be made effective in time of 
short supply and suspension upon non- 
compliance. 

E. Plant replacements and change of 
operator: North Jersey Order should 
provide: 

1. For replacement of one pool plant 
by another upon application made by the 
person operating the plant to the Market 
Administrator showing Uiat the plant is 
a replacement for one or more pool 
plants. 

2. That the designation of a plant as a 
pool plant in accordance with HI-B shall 
be considered as applicable to the plant 
and subject to cancellation and suspen¬ 
sion in accordance with ni-D. regard¬ 
less of clmngc in the person owning or 
operating the plant. 

CLASSirrCATIOW 

A. Classifleatlon shall be determined at 
the plant at which milk is received from 
producers: Provided, That if lacli milk 
is shipped in the form of milk or cream 
to anoUier plant or plants both outside 
and Inside the marketing area, it shall 
be elassiOcd at the plant or grants to 
which it is shipped, and there shall be no 
limit on the number of Inierplant move¬ 
ments in the form of iniik or cream. 


except when shipped to a non-pool plant 
outside the marketing area. 

When milk or cream is shipped to a 
non-pool plant outside the mariccUng 
area, the classifleatiOD of milk shipped 
in the form of mdk and of milk, the but- 
terfat from which is shipped in the form 
of cream and fluid skim milk shall be de¬ 
termined at the non-pool plant, unless 
the handler operating the pool plant 
from which such shipments are made to 
the non-pool plant elects In writing on his 
monthly reports to have classification oi 
such milk, skim milk or cream received 
during the month at such handler's pool 
plant and shipped as milk, skim milk or 
cream to the non-pool plant determined 
at the pool plant from which the milk, 
skim milk or cream is shipped to the 
non-pool plant. 

B. Burden of proof: The burden of 
proof should rest on the handler receiv¬ 
ing milk from producers to show that the 
milk should not be classified as Class L 
If a handler cannot prove loss of milk 
and milk products in transit, the milk 
shall be paid for at the Class I price; 
othera’ise loss rhall be plant loss at the 
Origin of shipment. 

C. Period for establishing classifica¬ 
tion; A period ending with the last day 
of the month following the month dur¬ 
ing which the milk was received from 
dairy farmers shall be allowed for han¬ 
dling such milk as a basis for establish¬ 
ing the classifleatlon as other than 
Class L 

D. Classes of utilization: 

2. Class I shall be all milk sold, dis¬ 
tributed. or disposed of as fluid milk in 
the marketing area and not accounted 
for in any other class In tIUs paragraph. 

2. aass Ir-A shall be aU milk sold or 
distributed as fluid milk in any other 
federally regulated marketing area. 

3. aass I-B shall be aU milk sold or 
distributed as fluid milk in any area not 
under federal regulation. 

4. Class n shoU be aU milk product^ 
the utilization of which is established as 
being sold, distributed, or disposed of 
and not established in Class Il-A and 
plant shrinkage not in excess of 2% of 
the volume received from producers. 

5. aass II-A shall be all milk products 
utilized for and made by Cheddar. Colby, 
or washed curd process utilized for proc¬ 
essed cheese, butter, milk powder over 
10% butterfat and chocolate products. 

CLASS PRICES AND PATMXKTa TO PROmTCI* 

A. Announcement of prices: All clais 
prices and uniform prices to be an¬ 
nounced on a 3.7% butterfat basis at 
City Hall. Newark. New Jersey. 

B. Class prices: ^ 

1. Class f. Use the rnresent formula m 

order 61. Philadelphia marketing 
with appropriate changes as may be de¬ 
veloped at the Hearing for 3.7% Milk, 

2. Class /-A. Same as Class I 
applicable In marketing area to 
milk was shipped adjusted for 3.7^ 
Butterfat. 

3. Class UB. Price shall be competi- 
Uve with unregulated milk sold in sonic 

4.0assir (All milk other than fl^ 
cheese, butter, milk powder over 10 w 
butterfat and cliocolatc products.) The 
formula price lor this class to be: Fot 
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yilue, <New York butter + 2 Cents x 
X 3.7) plus non-fftt value (weighted 
ammse prices of roller process (70%) 
and spray process (30%) non-fat dry 
milk solids at New York as reported by 
prner-Barry X 7.fl) minus 80 cents. 

5. Class //-^. (Milk utilized for pToc- 
tatd cheese, butter, milk powder over 
19% butterfat. and chocolate products.) 
The formula price for Uils class to be 
four times the average wholesale price 
of «*score butter at New York City, 
){evYork. 

C Fluid skim differential. There 
ihall be no fluid skim differential. 

D. Butterfat differentials using 3.7% 
asabosebutterfat test 

1. Paid by handlers: 

(s) Classes I. I-A. 1-B. 4 cents per Mo 
of one i>rrcent of butterfat. 

(b) Class n, fat value in CHass n 
(baUer+2X 1.22X3.7) minus $033 dl* 
tided by 37. 

<c> aass n-A to be about 7 cents per 
of butterfat or Its equivalent value 
to batter. 

2. Paid to producers (zone-blend 
price). Weighted average butterfat 
(bfferentiol paid by handlers on all milk 
In pool on monthly basis. 

£. Payment to producers to be on a 
base rating plan with the months of 
July, August* 8eptcmbcr and October 
to be used for establishing bases which 
must be kept in relation to Class I sales. 

P. Ared prices to be considered f. o. b. 
Newark. New Jersey. 

0. Compensatory payments shall be 
puid by persons receiving milk in the 
marketing area from other sources, ex¬ 
cept from plants under Order No. 27. 

xiLKACx zonrs akd plant PillCC 

DIFFCngNTXALS 

A. Mileage zones for country plants: 

1. To be measured from City HaU. 
Newark, New Jersey. 

t At the hearing establish plant han- 
and transportation differentials. 

B. Transportation differentials be- 
tween mileage zones to be established 
on basis of evidence presented at the 
Besting and set forth in a table. 

h The differential on Class I to be 
Dosed on current costs of transportation 
03 between mileage zones. 

2. The differentials on Class n and 

U-A to be based on current costs 
W transportation as beUicen mileage 
Pones. 

3. Zone price differentials paid to pro- 
JJDm from the pool to be set forth in 
otible. 

C. Mileage zones for specified plants 
onn producer differentials: 

h The call of the hearing should be 
D^d enough to permit equitable cost to 
and equitable returns to pro- 

rtosuexa PCALzas* and iiandlers* own 
UX ftO MXLX 

®^l^od of handling dealer's own 
miijc presents a special problem in 
and should be given ade¬ 
pts consideration at the hearing lu 

Whether or not It should be pooled. 

bulk tank pickup 

Jersey Order should provide that 
■ununum prices to producers on bulk 


tank milk be based on the zone in which 
the milk house is located and in line with 
minimum prices at pool plants In the 
some area, with a provision for an ap¬ 
propriate differential to compensate han¬ 
dlers for the extra services rendered 
producers when milk is picked up at the 
milk house on a bulk tank basis. 

Proposed order for Northern New Jer¬ 
sey and proposed amendment of Order 
No. 27. proposed by I. Elkin Nathans on 
behalf of Order 27 handlers: MlflUn 
Creamery Oo. Inc.. W. M. Evans Dairy' Co. 
Inc.. Lancaster Milk Company. Grover 
Farms Inc.: unreguloted Imndlers: Lan¬ 
caster Milk Company. Christiana Milk 
Products Co. Inc.* The H. E. Koontz 
Creamery Inc.. Tri-County Dairy Co. 
Inc.. Hohneker's Dairy. 

Proposals common to both orders: 

1. Definitions. Act. Secretary, person, 
dairy farmers, producer, handler, plant, 
market Administrator: Same as t| 027.1. 
927.2, 027.4. 927.5, 927.6. 927.7. 927.8. and 
927.10 of Order 27. 

Marketing area: 

For Order 27: Same as 4 927.3 of Order 
27. 

For Order X: *Thc Northern New Jer¬ 
sey metropolitan milk marketing area** 
(hereinafter called the "marketing 
area") means all territory within the 
boundaries of the counties of Bergen. 
Essex. Hudson. Hunterdon. Middlesex. 
Monmouth. Morris. Ocean. Passaic. Som¬ 
erset. Sussex. Union and Warren, all in 
the state of New Jersey, and the counties 
of Dutchess. Orange. Putnam, Rockland. 
Sullivan and Ulster, all in the state of 
New York together with aU piers, docks, 
and wharves connected therewith and all 
crafts moored thereat, and Including ter¬ 
ritory within such boundaries which is 
occupied by government (Municipal, 
State, Federal or International) reserva¬ 
tions. installations, institutions, or other 
establishments. 

Pool plant: "Pool plant" means any 
plant which is designated as a pool plant 
pursuant to (as to Order 27 41 927.20. 
927.22. 927.25 or 927.27 and as to Order 
X appropriate corresponding sections). 

2. Market Administrator. Selection; 
compensation; powers and duties; Same 
as 14 927.15. 927.16. 927.17 and 927.18 of 
Order 27 except that section numbers 
shown in 4 927.18 (e) would refer to ap¬ 
propriate sections of Order X. 

Proposed: That there be a single Mar¬ 
ket Administrator to administer the 
terms and provisions of both Order X 
and Order 27. 

Tlie following provisions are not com¬ 
mon to both orders and our proposals 
are: 

3. Pool Plants: Order X. The order 
shall not become effective until two 
months after the first day of the month 
following that in which the Secretary 
determines and announces the provisions 
of the order have been approved by the 
required number of dairy formers eligi¬ 
ble to vote thereon. 

Carrif-over designation; Order X. Any 
plant located in the States of New Jersey. 
New York, Vermont. Massachusetts, 
Connecticut. Pennsylvania. Delaware or 
Maryland, approved as a source of milk 
supply by a health authority in the mar¬ 
keting area at the time this order be¬ 


comes effective, provided such plant Is 
not at that time designated as a pool 
plant under another order of the Secre¬ 
tary. and from which shipments of fluid 
milk, fluid skim milk, or fluid cream were 
made into the marketing area during any 
of the months of July throxigh December 
1955, Is hereby designated as a pool plant 
until such designation is cancelled pur¬ 
suant to Sec._of this order: Pro- 

vided. however, such designation alkali 
not opply to any person operating such 
plant if such person notifies the Secre¬ 
tary in writing within the calendar 
month following that in which Uie Secre¬ 
tary has announced the order had been 
approved in a referendum of dairy farm¬ 
ers. that he does not desire such designa¬ 
tion. 

Eligible applicants: Order X. Any 
person operating a plant located in the 
States of New Jersey, New York. Ver¬ 
mont. BSassachusetts. Connecticut. Penn¬ 
sylvania. Delaware or Maryland, which is 
approved as a source of milk supply 
by a health authority in the marketing 
area, may apply to the Secretary at any 
Umc during the first 12 months this 
order is In effect for designation as a 
pool plant, and thereafter may so apply 
before May 31 of any year for designation 
as a pool plant effective as of July 1. 
Applications shall be addressed to the 
Secretary and filed at the office of the 
Market Administrator. No such appli¬ 
cation may be made after the first 12 
months in which this order is in effect 
by any person for a plant which was a 
designated pool plant during any of the 
12 months preceding such application. 

Pool Plants; Order 27. 

Carry-over designation; Order 27. 
Same as 4 92730 of Order 27 except: 
Change "November 1944" to '‘November 
1955." 

Eligible applicants; Order 27. Same 
as 4 927.21 of Order 27 except: Change 
"October. November and December" to 
"July, August. September. October and 
November" and change "July 1" to "June 
1." Add the following: No such applica¬ 
tion may be made by any person for a 
plant which was designated pool plant 
during any of the 13 months preceding* 
such application. 

Provision common to both Orders X 
and 27: 

Requirements. To qualify as a pool 

plant pursuant to Sec_(as to Order 

X the sections enUUed "Carry-over 
designation" and "Eligible Applicants" 
and as to Order 27 44 927.20. 927.22 or 
927.25 of that order) the person operat¬ 
ing the plant shall meet each of the fol¬ 
lowing requirements; 

Same as 4 927.23 (a) (b) of Order 27 
and ( 0 ) chsmged to read: "Have no com¬ 
mitments for Uie disposition of milk at 
the plant which would prevent the 
operator from being able to direct the 
shipments of the milk received at the 
plant from dairy farmers to the market¬ 
ing area In order to comply with the call 
milk requirements of the order." 

Further provisions common to both 
Order X and Order 27: 

Designation upon application. Same 
as 4 92732 of Order 27 except: CThange 
"August 1" in three places to "July 1." 

Suspension and cancellation of design 
naiion. Same as 4 92734 of Order 27 
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except! In subsection (a> eliminate the 
words •‘during the months of April 
through July of any year'* and the words 
*^and. in addition* the designation shall 
be cancelled efTectlvo either on the nrat 
day of February or the first day of March 
1954 upon application of the handler 
submitted to the Market Administrator 
prior to the effective date of cancella¬ 
tion." In subsection (b) change "June 
16" to "May 15" and In final line change 
"August 1** to "July 1.” 

Plant replacements. Same as { 927^6 
of Order 27* 

Plants shipping Class J milk to the 
marketing area. Same as S 927.27 of 
Order 27 except: Change "Class I-A" to 
"Class I** and change "October, Novem¬ 
ber and December" to "July. Augtist. 
September, October and November" and 
change *‘60 percent" to "60 percent*' 
In final proviso, change "January 
through July" to "January through 
June." 

ClassiAcation; basis for determination^ 
Classification shall be determined at the 
plant at which milk is received from pro¬ 
ducers: Provided. That If milk is shipped 
In the form of milk or cream 

(a) To another pool plant or plants 
whether Inside or outside the marketing 
area, and/or 

(b> To another non-pool plant or 
plants within the marketing area, it shall 
be classified at the plant or plants to 
which it is shipped, and there shall be no 
limit on the number of inter-plant move¬ 
ments In the form of milk or cream (In 
other words, complete marketing area 
classification), except that milk or cream 
shipi^ to a non-pool plant outside the 
marketing area shall be classified at such 
non-pool plant unless the handler oper¬ 
ating the pool plant from which such 
shipments are made to the non-pool 
plant elects in writing on his monthly 
reports to have classification of all milk 
and cream to the non-pool plant deter¬ 
mined at the pool plant from which the 
milk or cream is shipped to the non-pool 
plant. 

(As to Order 27 the above Is a substi¬ 
tute for I 927.33.) 

Plant loss. Allowances for plant loss 
on milk classified in Classes I, I-A. I-B 
and n not to exceed 5 percent of the but- 
terfat in the product resulting from any 
such specific plant operation shall be 
classified in Class n; and from any spe¬ 
cific plant operation classified as Class 
ni plant loss shall be classified as Class 

m. 

Burden of proof. The burden of proof 
should rest on the handler receiving milk 
from producers to show that the milk 
should not be classified as Class 1. If a 
handler can prove loss In transit, the 
milk equivalent shall be paid for at the 
Class II price. 

Period for establishing classiAcation. 
A period ending with the last day of the 
month following the month during which 
the milk w*as received from producers 
shall be allowed for handling such milk 
as a basis for establishing the classifica¬ 
tion other than Class I. 

Accounting procedure and rules and 
regulations. Both Order X and Order 
27 must provide for accounting proced¬ 
ure and rules and regulations. As far as 
W'e can see the provisions of ( 927.36 and 


4 927.36 of Order 27 are adequate and ap¬ 
plicable to both orders with Order X to 
provide for appropriate section refer¬ 
ences. 

Classification—Classes of Utilisation: 

Class I: Fluid milk and other products 
defined in Sec. 927.37 (a) of Order 27. 

Class I-A: Fluid milk and other prod¬ 
ucts as defined in S 927.37 (b) of Order 
27 for use in other Federally regulated 
markets. 

Class I-^B: Fluid milk and other prod¬ 
ucts as defined in 4 927.37 Cc) of Order 
27 for use in markets outside the market¬ 
ing area other than Federally regulated 
markets. 

Class n: Butterfat in the form of 
cream for all uses and other products 
defined in 4 927.37 (d) and in 4 927.37 (e> 
of Order 27. 

Class m: Milk utilized in Cheddar, 
American Cheddar. Colby, washed curd, 
or part skim Cheddar cheese, or is as¬ 
signed to plant loss which pursuant to 
4 927.34 (as to Order X appropriate sec¬ 
tion) is associated with such products. 

Class IV: Milk utilized in butter. 

Minimum prices: 

Class I: Sec. 927.40 (a) to be Incorpo¬ 
rated except 4 927.40 (a) (9) and (II) 
to be amended to read: 

(9) Adjust the base utilization per¬ 
centage in Order X of 63.6 upward to 
allow for the higher percent of Class I 
milk In such order than in Order 27. 
(However, it Is diJIlcult to see how a 
correct figure can be applied until it Is 
known from experience what will be the 
percentage of Class I to total receipts 
after the pool is set up and In operation). 

(11) Incorporate a new set of seasonal 
adjustment factors as follows: 


January ..... 

0.98 

July_ 

1.04 

February .... 

,98 

AUguat ...... 

i.oe 

March_ 

.98 

September ... 

1.08 

April__ 

.92 

October ___ 

1.06 

May.. 

.92 

November .... 

1.04 

June • ..... 

.98 

December .... 

1.00 


Class I: On shipments of Class I mOk 
made by handlers under Order X into 
the marketing area of Order 27; or by 
handlers under Order 27 Into the mar¬ 
keting area of Order X the price shall be 
the Class I price fixed in the order regu¬ 
lating the marketing area to which the 
milk is shipped and so utilized. As to 
other Federally regulated markets, prin¬ 
cipally Order 61, the compensatory pro¬ 
visions similar to 4 927.78 of Order 27 
should be retained, due to the fact that 
under Order 61 shipments of non-pro¬ 
ducer milk may be brought in without 
bringing the shipping plant under regu¬ 
lation. thus defeating the provisions of 
the compensatory payment section. 
However. 4 927.78 as it would be incor¬ 
porated in Order X and Order 27 should 
specify It is not applicable to Class I 
milk regulated by Order X or Order 27 
as the case may be. 

Class I-B: For Class I-B milk the price 
shall be the uniform price computed by 
the market administrator pursuant to 
Sec.-plus 20 cents per hundred¬ 

weight. 

Class n: Same as 4 927.40 (f) of 
Order 27. 

Class in: The formula price for this 
class to be based on the Wisconsin as¬ 
sembly price of state brand Cheddar 
cheese, with appropriate yield factor and 


making allowance as developed in the 
hearing. 

Class rV: For milk utilized in butter the 
Class II price minus 4.0 cents per pound 
of butterfat. 

Butterfat difierentlals: Same 
4 927.41 of Order 27 except: change "II 
and ni" to "II'' and provide that Classes 
HI and IV be on direct ratio for the but¬ 
terfat portion of the milk. 

Transportation dillcrentials.—A. Mile¬ 
age zones for plants: 

1. To bo measured from the Manhat¬ 
tan entrance to the Holland Tunnel 

2. At the hearing establish key pointa 
in the milk shed and milk tank truck 
routes and mileages to the representative 
point in the marketing area. 

3. Provide that mileages from other 
locations not at key points be established 
as the result of rules and regulaUoos 
meeting, on basis of shortest practical 
milk tank route to the key point route, 
and appropriate adjustment in key point 
mileage. 

B. Transportation zone dUTerentiab: 

1. Payable by handlers: the dilTcren- 
Uals between mileage zones to be paid 
by handlers to be established on the 
basis of evidence presented at the hear¬ 
ing. But that whatever zone dilTercn- 
tial is established as represenUng true 
transportation cost in zones under 201- 
210 miles be carried through into zones 
over 201-210 miles to the end that the 
cost of milk from all zones be priced 
the same f. o. b. the marketing area 
basing point. Sufficient evidence has 
not been presented In any previous hear¬ 
ing as to what actual current transpor¬ 
tation costs really are. Interested par¬ 
ties should be called upon to present 
such evidence. 

2. DlfTercntials to producers to be 
established on basis of evidence at the 
hearing. 

location dilferenUals: Location dif¬ 
ferentials. If any, should be identical for 
both Order X and Order 27 and should 
be paid entirely out of the pool, and no 
part should be paid by handlers. 

Other sections of Order 27 not spe¬ 
cifically covered above would appear to 
be opplicable to both Orders X and 27. 
These arc: 

Bee. 

927.45 U9S Of cqulvalont price or indev. 
927.48 Announcement of prices 

927.60 lleports of handlem. 

927.61 Producer payroU reports. 

927.52 Btomge creero reports. 

927.53 Other reports. 

92764 VeriftesUon of reporU and psymeaU. 

927.65 Retention of records. 

927.69 Determlnstton of uniform 

General prortsions to be foiwwm 
subject to whmtover locution 
ferenUals. If any. are ccmtlnuea 
Change relerexice to 

927.61 Computation of the uniform 

Genera) provlslong to be followeo. 
Change 'a-C" to -I-B " 

927.62 Announcement of uniform J®® 

weighted average butterfat differ¬ 
ential. 

927.66 Time and rate of payments. 

927.66 Transportation and location dlfm- 

eiiiUUs; In (b) delete "plus 0" 
etnXB** 

927.67 Butterfat differential In uniform 

price. 

927.70 Producer settlement fund. 
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UfTTl niukHers* account*. 

17773 Payment to the producer ■ettlement 
funcL 

177.73 Payment out of the producer settle* 
ment fund. 

01774 Handlers* pool debit or credit. 

077.75 Adjustment of errora in payments. 
177.79 Payments on milk or milk products 
the source of which Is not estab* 
llshed. 

or JO Srpense of sdmlnUtraUoo — pey- 
ments by handlers. 
ortS Termination of obligations. 

OTJe Continuing obligation of handlers, 
or iff Oontlnult|g power and duty of mar* 
ket administrator. 
on.li liquidation, 
trio Agents. 

Producer handlers: The provision that 
milk received from farms in Nassau or 
Suffo^ counties. Now York, which farms 
ire not approved for the sale of milk in 
Kew York City, or received from the han¬ 
dler's own farm shall not be Included In 
the determination of the uniform price 
(1927.00 of Order 27) should be con¬ 
tinued as to Order 27. But such receipts 
in the area regulated by Order X should 
be io included. 

Bulk tank‘Shipments: The provi.slons 
of {927.35 (a) and 1927.60 <f) as 
imended effective February 1. 1956 
ibould be continued as to Order 27 and 
included In Order X. subject to such 
tsiUmony as may be adduced at the 
hearing as is the amount. If any. of loca¬ 
tion differentials and the area in which 
they shall apply. 

Under these proposals 9 927.43 of Order 
27—Butter-cheese differential ndjust- 
inont; 1927.44--Skim milk differential: 
tnd f 927.77—Cream payments would be 
eliminated from Order 27 and also would 
W be proposed for Order X. 

As to Order 27, make such further 
changes in all of our proposals as may 
bo necessary, if inadvertently overlooked. 
Ibitmgh which there would be conflict 
by reason of our propasal to merge pres¬ 
ent Class n ofld Class in into one classi- 
ficitlon to be designated as Class n. 

Proposals for a Northern New Jersey 
Orter: Proposed by Lehigh Valley Coop- 
enittve Farmers and the Warren County 
^ Dealers* Association: 

1. The marketing area shall not in- 
elude the counties of Sassex. Hunterdon. 

Warren, all in the 6tatc of New 
«^€«cy. 

i The rate of payment per hundred- 
to be paid by handlers located in 
Cbnimonwealth of Pennsylvania for 
disposed of within the marketing 
JJJt »s Class I shall be no less than the 
I prices determined under this 
with applicable deductions and 
^•rcntlals. Any payments required 
toder this section shall be made by han- 
mers (o producers from whom such milk 
and shall not require pay- 
in any form whatsoever Into the 
2|wucer Settlement Fund or Market 
establLdied In ^Is order. 

^Each handler located in the Com- 
•^wealth of Pennsylvania, and outside 
Milk Marketing Area, shall pay to 
Market Administrator — cents or 
lesser amount as the Secretary 
prescribe for each hrmdredwclght 
j* psss I milk disposed of In the Mar- 
ftf V?* ^ ^ ^ share 

«the expenses of this order. 


Copies of this notice of hearing, and 
of Order No. 27. as amended, may bo 
procured from the Market Administra¬ 
tor, 205 East 42d Street, New York 17. 
New York, or from the Hearing Clerk, 
United States Department of Agricul¬ 
ture, Room 112, Administration Build¬ 
ing, Washington 25, D. C., or may be 
there Inspected. 

Dated: May 18. 1956. 

[seal] Roy W. LiRfHARTSOIf, 

Deputy Administrator^ 

.IF. R, Doc. 56-^030: Filed. May 24. 1956; 
8:47 a. m.l 


[ 7CFR Part 1067 1 
Avocajdos 

Konci or moroscD autt making 

Notice is hereby given that the Depart¬ 
ment Is giving consideration to the issu¬ 
ance of quality restrictions regarding 
the importation of avocados into the 
United States, and to requiring inspec¬ 
tion and cerUfleation of each such import 
by the Federal or Federal-State Insi)cc- 
tlon Service pursuant to the provisions of 
11060.153 of the general regulations 
(Part 1060, 19 F. R. 7707. 8012) applica¬ 
ble to the importation of certain listed 
commodities (Including avocados), 

*rhe requirements under consideration 
are to impose the same restrictions with 
respect to grade on imports of avocados 
that are imposed on the handlers of 
Florida gvocados as set forth in the 
quiUlty regulation which Is being issued 
to become eflectivc June 1,1956. pursuant 
to the marketing agreement, as ame nded. 
and Order No. 69. as amended (7 CFR 
Part 969: 20 F. R. 4177). regulating the 
handling of avocados grown in south 
Florida. The applicable regulatory pro¬ 
visions of such regulation are contained 
in paragraphs (b) and (c) thereof and 
are as follows: 

Cb) Order. (1) During the period be¬ 
ginning at 12:01 a. m.. e. s. t., June 1. 
1956. and ending at 12:01 a. m.. e. s. t. 
April 30. 1957. no handler shall handle 
any avocados unless such avocados (1) 
grade at least No. 2 Grade. • • •, 

<c) As used herein **No. 2 Grade** • • • 
shall have the same meaning as in para¬ 
graph (c) • • • of 9 969.130 of the sup¬ 
plementing rules and regulations, as 
amended (21 P. R. 2409). 

All persons who desire to submit 
written data, views, or arguments for 
consideration in connection with the 
proposals set forth In the preceding par¬ 
agraph should do so by forwarding the 
same to the Director, Fruit and Vege¬ 
table Division, Agricultural Marketing 
Service, United States Department of 
Agriculture, Room 2077, South Building. 
Washington 25. D. C.. not later than the 
fifth day after the publication of this 
notice in the Pedejal Regxstsk. 

Dated: May 22,.1956. 

(SEALl 8. R. Smith. 

Director, Fruit and Vegetabte 
Division, Agricultural Mar¬ 
keting Service, 

|F R Doe. 56-41S5: Filed. May 34. 1936; 
8:53 a. m.] 


DEPARTMENT OF THE TREASURY 


Internal Revenue Service 


(26 CFR Cl954) Part 1 1 

Income Tax: Taxable Yeaes Becinnino 
Arrsa Dxckmbix 31, 1953 

TBEATMBNT OF EXCESS PlSTKl B UT l O NS 


BY TtUSTS 

Notice is hereby given, pursuant to 
the Administrative Procedure Act. ap¬ 
proved June 11. 1946, that the regula* 
Uons set forth below In teniative lorm 
are proposed to be prescribed by the 
Commissioner Internal Revenue, with 
the approval of the Secretary of the 
Treasury or his delegate. Prior to the 
final adoption of such regulations, con¬ 
sideration will be given to any data, 
views, or arguments pertaining thereto 
which are submitted in writing, in dupli¬ 
cate, to the Commissioner of Internal 
Revenue, Attention: T; P. Washington 
25. D. C.. within the period of thirty 
days from the date of publication of 
this notice In the Fxdexal RxGisTsa, The 
proposed regulations are to be issued tm- 
der the authority contained In sections 
665 (c), 665 (d). 668 (a), and 7805 of 
the Internal Revenue Code of 1954 (68A 
Stat. 223. 224, 225, and 917; 26 U. a C. 
665 <c), 665 (d), 668 (a), and 7805), 

[SEAL] Russell C. Haxbinoton. 

Commissioner of Internal Revenue. 

The following regulations for taxable 
years beginning after December 31,1953, 
and ending after August 16. 1954, ex¬ 
cept where otherwise specifically pro¬ 
vided. are hereby prescribed under 
sections 665 through 668 of the Internal 
Revenue Code of 1954: 


TEEATMENT OF EXCESS W8TX1BUTXONS BY 
TBUST8 


SEC. 

1865-1 Ssceta dUtributionJ by IniiU; 

•cope of Subpart D. 

1.665 (a) Statutory provitione; exceai dU- 

tribuUona by truat; ileanl- 
Uon of undUtrlbuied net 


1.665 (a)-l 
1.665 (b) 


1.665 (b)-l 

1.665 (e) 


1.665 (c)-l 
1.665 (d) 


1.665 (d)-l 

1.665 (d)»a 

1.666 (a) 


Income. 

Undistributed net Income. 

Statutory provisions; excess dis¬ 
tributions by trust; deAnltion 
of socumulsilon distribution, 

Accumulstloa distribution. 

Statutory provisions; excess dls- 
Uibuttons by trust; definition 
of taxes imposed on Uie trust. 

Taxes Imposed on tbs trust. 

Ststutory provisions: excess dis¬ 
tributions by trust; definition 
of preceding taxable year. 

Preceding taxable years. 

Application of separata share 
rule. 

Statutory provisions: excess dis¬ 
tributions by trusts; alJoca- 
Uoo of accutnulatlon disUi- 


1866 (a)-l 

1.666 (b) 


1.666 (b)-l 

1.666 (o> 


1.666 (C)-1 


buUon. 

Amount allocated. 

Statutory provisions; excess dis¬ 
tributions by trusts; total 
taxes deemed distributed. 

*rotal taxes deemed dlatrlbutod. 

Statutory provisions; excess dis¬ 
tributions by trusts; pro rata 
portion of taxes deemed 
distributed. 

Pro rata porUon of taxes doomed 
distributed. 


1.666 (Examples) Examples. 

1867 Statutory provisions; excess dis¬ 

tributions by trusts; dental 
of refund to trusts. 
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Btc* 
1.M7.1 
1.668 (A) 


1.868 (a)-l 
2 868 (b) 


1.688 (b)-l 


Denial of refund to trttaU« 
Statutory provUlonj; excetw dti- 
trlbutlons by truats; treat¬ 
ment of amcmnta deemed dis¬ 
tributed in preceding taxable 
years: amounts treated as re¬ 
ceived in prior taxable years, 
AroounU treated as received In 
prior taxable years. 

Statutory provlalona; excess dis¬ 
tributions by trusts: trest- 
ment of amounts deemed dis¬ 
tributed in preceding taxsble 
years; credit for taxes paid 
by trust. 

Credit for taxes paid by the 
trust. 


1.868 (Suunpte) Example. 


TUCATMCKT OF XXCXSS DXST1UBUTIONS DT 
TRUSTS 

( 1.665-1 Excess distributions hv 
trusts: scope of subpart D. Sections 665 
through 668 <subpart D) arc designed 
generally to prevent a shift of tax burden 
to a trust from a beneficiary or bene¬ 
ficiaries. To accomplish Uiis. the sections 
provide special rules for treatment of 
amounts paid, credited, or required to be 
distributed by a complex trust (subject 
to sections 661 through 663 (subpart C> > 
in any year in excess of distributable net 
Income for that year. Such an excess 
distribution is defined as an accumula¬ 
tion distribution, subject to the limita¬ 
tions in section 665 <b>. An accumula¬ 
tion distribution Is **thrown back'* to each 
of the five preceding years In Inverse 
order. That is. it will be taxed to the 
beneficiaries of the trust in the year the 
distribution is made or required, but in 
general only to the extent of the dis¬ 
tributable net income of those years 
which was not in fact distributed. How¬ 
ever. the resulting tax will not be greater 
than the aggregate of the taxes that 
would have been attributable to the 
amounts thrown back to previous years 
had they been included in gross income 
of the beneficiaries in those years. To 
prevent double taxation, the beneficiaries 
receive a credit for any taxes previously 
paid by the trust which are attributable 
to the excess thrown back. Sections 665 
through 668 (subpart D) do not apply to 
any estate. 

1 1.665 (a> Statutorp provisions: ex¬ 
cess distributions by trust: definition of 
undistributed net income, 

8ac. 665. Dcflnltions appUcsbU to rubpert 
J>~(a) Vndistribut^ net income. For pur. 
poeca of this aubpart. the term ^undUtributed 
net Income** for any taxable year meant the 
amount by which diatiibutable net income 
of the trust for such taxable year exceeds 
the sum of— 

(1) The amounts for such taxable year 
specified In paragrapha (1) and (2) of aec- 
tlon 661 (a): and 

(2) The amount of taxes imposed on Che 
trust. 


{1.665 (a>-l Undistributed net in¬ 
come. (a) The term **undistributed net 
income'* means for any taxable year the 
distributable net income of the trust for 
that year as determined under‘section 
643 (a).less— 

< 1) The amount of income required to 
be distributed currently and any other 
amounts properly paid or credited or re¬ 
quired to be distributed to beneficiaries 
In the taxable year as specified in para¬ 


graphs (1) and (2) of section 661 (a), 
and 

(2) Tlie amount of taxes imposed on 
the trust, as defined in 8 1.665 (o)-l. 

The application of the rule in this para¬ 
graph to the first year of a trust in which 
income is accumulated may be illustrated 
by the following example: 

Example. Assume that under the terms of 
the trust. $10,000 of Income is required to be 
distributed currenUy to A and the tnutee 
has discretion to make additional disirlbu- 
tlona to A During the taxabls year 1054 the 
trust had distributable net income of $30,100 
derived from royalties and the trustee made 
dlstrtbuUona of $20,000 to A. The taxable 
Inqpme of the trust la $10,000 on which a 
tax of 82.640 ia paid. The undistributed net 
income of the trust as of the close of the 
taxable year 1054 la $7,460 computed as 
follows: 


Distributable net Income.$30,100 
Loss: 

Income currenUy dlstrlb- * 
utable to A——•• $10,000 
Other amounU distrib¬ 
uted to A.10.000 
Taxes Imposed on the 
trust (see f 1.666 

(C)-l)_ 2.640 

- 22,640 


Undistributed net Income..•• 7.480 

See also paragraphs (e) (1) and (f) (1) 
of f 1.668 (Example) for additional illus¬ 
trations of the application of the rule in 
this paragraph to the first year of a trust 
in which Income is accumulated. 

(b > However, the undistributed net in¬ 
come for any year to which an accumu¬ 
lation distribution for a later year may 
be thrown back may be reduced by ac¬ 
cumulation distributions in Intervening 
years and any taxes imposed on the trtist 
which are deemed to be distributed under 
section 666 by reason of the accumula¬ 
tion distributions. On the other hand, 
undistributed net income for any year 
will not be reduced by any distributions 
in an intervening year which are ex¬ 
cluded from the definition of an accumu¬ 
lation distribution under section 665 (b), 
or which are excluded under section 663 
(a) (1). See paragraph (f) (5> of 

f 1.668 (Example) for an illustration of 
the reduction of undistributed net in¬ 
come for any year by a subsequent ac¬ 
cumulation distribution, 

8 1.665 (b> Statutory provisions; ex¬ 
cess distributions by trust: definition of 
accumulation distribution, 

8sc. 885. Dc/fnitiens applicable to subpart 

!).••• 

(b) Accumulation disirlbution. Fbr pur¬ 
poses of this eubpart, the term **accumula- 
tlon dinfibutlon** for any taxable year of the 
truBt means the amount (If in excess of 
$2,000) by which the omotmts specified in 
paragraph (2) of section 861 (a) for such 
taxable year exceed distributable net Income 
reduced by the amounts specified in para¬ 
graph (1) of section 881 (a). For purposes 
of this subsection, the amount specified In 
paragraph (2) of section 861 (a) ahaU be 
determined without regard to section 686 and 
shall not Include— 

(1) Amounts paid, credited, or required to 
be distributed to a beneficiary as income 
accumulated before the birth of such bene¬ 
ficiary or before such beneficiary attains the 
age of 21; 


(2) Amounts properly paid or ereditrd to s 
beneficiary to meet the emergency needi o( 
such beneficiary; 

(3) Amounts properly paid or ereciited to 
a beneficiary upon such beneficiary's sttsla- 
Ing a specified age or ages if— 

(A) The total number of such distrltMi* 
lions cannot exceed 4 with respect to sueb 
beneficiary. 

(B> Tha period between each such 
butiun to such beneficiary ia 4 years or rnoev. 
/md * 

(C) As of January 1, 1054, such dUtrlbu* 
tlons are required by the specific terms ol 
the governing Instrument; and 

(4) Amounts properly paid or credited to i 
beneficiary as a final dlstrlbtitlon of the tnnt 
If such final dtstiibution is made more Uuui 
0 years after the date of the last transfer to 
such trtist. 


8 1.665 (b)-l Accumulation dUtribu^ 
tion —(a) In general, (1) Subject to 
the limitations set forth in ptinigrapli 
(b) of this section the term **accumui$« 
tion distribution'* for any taxable year 
means an amount (if in excess of 
by which the amounts properly paid, 
credited, or required to be distributed 
within the meaning of section 661 (a) 
(2) for that year exceed the distributable 
net income (determined under section 
643 (a)) of the trust, reduced (but not 
below aero) by the amount of Income 
required to be distributed currently. In 
computing the amount of an accumula¬ 
tion distribution pursuant to the preced¬ 
ing sentence, there is taken Into account 
amounts applied or distributed for the 
purpose specified In section 677 (b) or 
section 678 (c) out of corpus or out of 
other than Income for the taxable year 
and amounts used to discharge or satisfy 
any person's legal obligation as that 
term is used in 8 1-662 (a)-4. If the dis¬ 
tribution as so computed is $2,000 or less, 
it is not an accumulation dlstrtbuUm 
within the meaning of sections 6w 
through 668 (subpnrt D). If the diM- 
bution exceeds $2,000. then the 
amount is on accumulation distribute 
for the purposes of secUonj 665 througn 
668 (subpart D). 

(2) Although amounts properly paij 
credited, or required to be distribute 
under section 661 (a) (2) do not exceeo 
the Income of the trust during the 
able year, an accumulation distribulKO 
may result if such amounts exceed dl^ 
trlbutabie net income. This may 
from the fact that expenses allocable w 
corpus arc taken into account in ^ 
termlning taxable income and hence d^ 
tribuUble net income. However, ^ 
provisions of sections 665 through 
(subpart D) wlU not apply unless thert 
is undistributed net Income in at leim 
one of the five preceding taxable 
See section 666 and the regulaoow 


thereunder. , 

(3) The provisions of subparagrapw 
(1) and (2) of this paragraph may w 
iUustrated by the following examples 
Is assumed In each case that the exc^ 
sions provided in paragraph (b) do aw 


apply): . 

Example (f)t A tniBtec 
dUtributlon to a beneficiary of $20,OW " 
Ing the taxable year 1056, of ^hlcb 
la Income required to be diatiibut^ 
rently to the beneficiary. The dlitrloiiw 
net income of the trtist ta $15,000. 7“^^^ 
on accumulation diatrlbutlon of $5,000 


puled aa foliowa: 










FEDERAL REGISTER 


3o8I 


Friday. May 25, 1956 


tbUl dlairlbuUon---.... $20»000 

Iiscome required to be distrib¬ 
uted currenUy (section 061 (s) 

(U)_ 10.000 


Other amounts distributed 

(section 001 (a) (2))...... 10.000 

Dlitrlbutable net Income 015.000 

Uss: Income required to be 
diitrlbuted currently^.* 10.000 


BsUnce of distributable net Income. 5.000 

Accumulation distribution.*. 5.000 

iiample (2). Under the terms of the 
tnnt Instrument, an annuity of 6l5j000 Is 
required to be paid to A out of Income each 
jtu and tha trustee may in tali discretion 
msas distributions out of Income or oorptis 
to fi. During the taxable year the trust had 
income of $18,000. as defined in section 643 
(b). and expenses allocable to corpus of 
lljOOO, Dlstiibutable net Income amounted 
to 113.000. The trustee distributed $15,000 
of income to A and. In the exercise of his 
discretion, paid $5,000 to B. There Is an ao- 
etimulatioo distribution of $5,000 computed 
M follows: 

TbUl distribution_$30,000 

Ust: Income required to be dis¬ 
tributed currently to A (seoilon 
$$Ma) (D).. 15.000 


Other amounts distributed 

(section 661 (a) (2))_ 5.000 

Dlitrlbutable net Income.. $13,000 
Lem: Income required to be 
dUtributed currently to 
A.. 15.000 


Btlance of distributable net income. 0 


Accumulation distribution to 
B... 5. 000 

hample (3), Under the terms of a trust 
Initrument. the trustee may either accumu- 
liU the trust Income or make distributions 
b> A and B. The trustee may also invade 
wp«a for the benefit of A and B. During 
tbt taxable year, the trust had income as 
6eftned in section 643 (b) of $22j000 and 
^^aies of $5,000 allocable to oorpua. Dis- 
l^butabls net Income amounts to $17,000. 
*bt trustee distributed $10,000 each to A 
»ad B during the taxable year. There Is an 
•Apumulation distribution of $3,000 com¬ 
puted as foUows: 


Jbtal distribution__ $20. 000 

Income required to be dis- 
*rtbuted currenily_ 0 

Other amounts distributed (section 

661 (al (2>)--- 20.000 

ouuibutable net income_ 17.000 

Accumulation dUtrlbuUon... 3.000 


There are not taken into ac- 
in computing the accumulation 
fiBtribution tor any taxable year, any 
?®^ta deemed distributed In that year 
"•cause of an accumulation distribution 
later year. Thus. If a trust, re- 
on the calendar year basis, makes 
^ excess distribution of tl.OOO for the 
«^lc year X955 and an accumulation 
•jwbuUon as defined in subparagraph 
this paragraph of $5,000 for 1956. 

Ifi 1956 $1,060 is deemed distributed 
^er secUon 666 (b) or (c> as of the 
w day of 1955, the amount of $6,060 
J^i not be added to the excess distri- 
^loo for the year 1955 for the pur- 
^ of determining whether an accu- 
®yjaiion distribution was made in 1955. 
^^clusUms. (l> Certain amounts 
credited, or required to be dis- 
No. 102-14 


tributed to a beneficiary are excluded 
under section 665 <b) in determining 
whether there is an accumulation dis¬ 
tribution for the purposes of sections 
665 through 668 (subpart D). These 
exclusions are solely for the purpose of 
determining the amount allocable to pre¬ 
ceding years under section 666 and in 
no way affect the determination under 
sections 661 through 663 (subpart C> of 
the beneficiary's tax liability for the 
year of distribution. Further, amounts 
excluded from accumulation distribu¬ 
tions do not reduce the amount of un¬ 
distributed net income for the 5 years 
preceding the year of distribution. The 
amounts excluded from the computation 
of an accumulation distribution are dis¬ 
cussed in the following subparagraphs. 

(2) Distribution from accumulations 
while a beneficiary is under 21. (1) The 
first exception to the definition of an 
accumulation distribution Is for amounts 
paid, credited, or required to be dis¬ 
tributed to a beneficiary who was under 
21 years of age or unborn when it was 
accumulated. A distribution is to be 
considered as so paid, credited, or re¬ 
quired to be distributed to the extent, 
and only to the extent, that there is no 
undistributed net income for taxable 
years preceding the year of distribution 
other than undistributed net income ac¬ 
cumulated while the beneficiary was 
under 21. If a distribution can be made 
from income accumulated either before 
or after a beneficiary reaches 21. it will 
be considered as made from the most 
recently accumulated income, and it will 
be so considered even though the gov¬ 
erning instrument directs that distribu¬ 
tions be charged first against the 
earliest accumulations. 

(il) As was indicated in subparagraph 
(1) of this paragraph, a distribution of 
an amount excepted from the definition 
of an accumulation distribution will not 
reduce undistributed net income for the 
purpose of determining the effect of a 
future accumulation distribution. Thus 
a distribution to a beneficiary of income 
accumulated before he reached 21 would 
not reduce the undistributed net Income 
Includible in a future accumulation dis¬ 
tribution to another beneficiary. How¬ 
ever. all future distributions to the same 
beneficiary, or to another beneficiary to 
whom a distribution would be excepted 
under the provisions of this subpara¬ 
graph, to the extent that they could not 
be paid, credited, or required to be dis¬ 
tributed from other accumulated income, 
would be excepted from the definition 
of an accumulation distribution. 

(lii) The following examples illustrate 
the application of the foregoing rules 
of this subparagraph (In each of these 
examples it is assumed that the excep¬ 
tions in secUon 665 (b) (2), <3>, and 
(4) do not apply): 

(a) Income Is to be accumulated 
until A reaches 21 when the corpus and 
accumulated income are to be distrib¬ 
uted to him. The distribution Is not an 
accumulation distribution. 

(b> Income Is to be accumulated until 
A Is 21, when it is to be distributed to 
him but the corpus Is to remain In tnist. 
A distribution of the accumulated In¬ 
come to A when he reaches 21 Is not an 
accumulation distribution. 


(c) Income is to be accumulated and 
added to corpus until A reaches 21. when 
he is to receive onc-thlrd of the carpus 
(including accumulations). Thereafter 
all the income is to be paid to A until he 
is 23 when the remaining corpus (and 
accumulations) Is to be paid to him. If 
A dies under that age any undistributed 
portion is to be paid to B. aged 45 
when the trust was created. Distribu¬ 
tions to A at 21 and 23 out of accumula¬ 
tions are not accumulation distributions 
even though they include accumulated 
income. However, if A died at the age 
of 22 a distribution to B would be an 
accumulation distribution and the 
amount of undistributed net Income in¬ 
cludible In the distribution will not be re¬ 
duced by the previous distribution to A. 

(d) Income is to be accumulated and 
added to corpus until A is 21. After he is 
21. he is entitled to all the income and, 
in addition, to distributions of corpus in 
the discretion of the trxistee. When he 
reaches 25 he is entitled to the corpus. 
Distributions to A are not accumulation 
distributions, whether they are discre¬ 
tionary or upon termination of the trust. 

(e) The facts are the same as in the 
preceding example, except that income 
is to be accumulated until A Is 23. Dis¬ 
tributions to A are accumulation dis¬ 
tributions to the extent of Income 
accumulated after A reached 21. 

(/) Income may be distributed among 
a testator's children or accumulated and 
added to corpus until the youngest child 
Is 21. when the corpus is to be distributed 
to the testator's descendants per stirpes. 
Upon termination of the trust, the corpus 
is distributed to A. age 21; B. age 23; 
and C, the child of a deceased child, age 
3. The distributions to A and C are not 
accumulation distributions. The dis¬ 
tribution to B Is an accumulation dis¬ 
tribution to the extent of income ac¬ 
cumulated after ho reaches 21. 

(g) Income may be distributed to A or 
accumulated and added to corpus during 
A's life. Upon the death of A the corpus 
is to be distributed to B. B is 23 at A's 
death. The distribution is an accumula¬ 
tion distribution to the extent of income 
accumulated since B reached 21. 

(3) Emergency distributions. The 
second exclusion from the definition of 
an accumulation distribution Is for 
amounts properly paid or credited to 
a beneficiary to meet his emergency 
needs. Whether or not a distribution 
falls within this exclusion depends upon 
the facts and circumstances causing the 
distribution. A distribution based upon 
an unforeseen or unforeseeable combi¬ 
nation of circumstances requiring Im¬ 
mediate help to the beneficiary would 
qualify for the exclusion. However, the 
beneficiary must be in actual need of 
the distribution and the fact that he 
had other sufficient resources would 
tend to negate the conclusion that a dis¬ 
tribution was to meet his emergency 
needs. Ordinary distributions for the 
support, maintenance, or education of 
the beneficiary would not qualify for the 
exclusion. 

(4) Certain distributions at specified 
ages. The third exclusion from the defi¬ 
nition of accumulation distribution is for 
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amounts properly paid or credited to a 
beneficiary upon the beneficiary's at« 
talnlna a specified age or ages, provided« 
<i) the total number of such distrlbu- 
Uons cannot exceed 4 with respect to 
that beneficiary: <U) the period between 
each such distribution is 4 years or 
more: and (ill) on January 1.1954, such 
distributions are required by the specific 
terms of the governing instrument. Any 
discretionary invasion of corpiis at other 
times is not excluded under this sub- 
paragraph, but does not afiect the status 
of distributions that would otherwise be 
excluded. If more than four distribu¬ 
tions are required to be made to a partic¬ 
ular beneficiary at specified ages if he 
survives to receive them, none of the 
distributions will be excluded, even 
though the beneficiary dies before he 
receives more than four. Gn the other 
hand, a direction to make additional 
distributions to a remainderman will not 
affect the status of distributions re¬ 
quired to be made to tlie primary bene¬ 
ficiary. For example, a trust agreement 
provided on January 1. 1954. that when 
A reached 25 he would receive one- 
eighth of the corpus and accumulated 
income, as then constituted, and simi¬ 
lar distributions at ages 30, 35. and 40. 
It also provided for similar distributions 
to B after A*s death, and for additional 
discretionary distributions to both A and 
B. Required distributions to both A 
and B are excluded, regardless of 
whether discrcUonary distributions are 
made, but discrcUonary distribuUons 
are not excluded. On the other band« 
if an additional distrlbuUon to A was 
directed when he reached 45. no distri¬ 
buUons to him would be excluded, re¬ 
gardless of when he died. 

(5) Certain final distributions. (1) 
The lost exception to the definiUon of 
an accumulation distribution Is for 
amounts properly paid or credited to a 
beneficiary as a final distribution of a 
trust if the final distribution Is made 
more than 9 years after the date of the 
last transfer to such trust. 

<ii) The term “last transfer to such 
trust** includes only transfers, whether 
by the oiiginol grantor or by a third 
person, made with a donaUve intent. A 
transfer arising out of a property right 
held by the trust is excluded, such as a 
transfer by a debtor in satisfaction of 
his indebtedness, or a distribution in 
liquidation or reorganization of a corpo- 
raUon. If the terms of two or more 
trusts include cross-remainders on the 
deaths of life beneficiaries, the donaUve 
transfers occurred at the time the trusts 
were created. The addiUon of the cor¬ 
pus of one trust to that of another when 
a remainder falls In is Uierefore not a 
new transfer within the meaning of the 
subsection. 

(Ui) For example, under the terms of 
a trust created July 1. 1930. by H for 
the benefit of his wife, W. the income of 
the trust is to be accumulated and added 
to corpus. Upon the expiration of a 
10-year period, the trust is to terminate 
and its assets, including all accumulated 
income, are to be distributed to W. No 
transfers were made by H or other per¬ 
sons to the trust after it was created. 
Both tlie trust and W file returns on the 
calendar year basis. In accordance with 


its terms, the trust terminated on June 
30. 1960. and on August 1. 1960. the 
trustee made a final distribution of the 
assets of the trust to W. consisting of 
$100,000 of donated principal, accumu¬ 
lated income of $30,000 attributable to 
the period July 1. 1950. through Decem¬ 
ber 31.1959. and income of $3,000 attrib¬ 
utable to the period the trust was in 
existence during 1960. Subpart D is 
inapplicable to the $3,000 of Income of 
the trust for 1060 since that amount 
would be deductible by the tnxst and in¬ 
cludible in W*8 gross income for that 
year to the extent provided in sections 
661 through 663 (subpart C). However, 
Uie balance of the distribution will qual¬ 
ify as an exclusion from the provisions 
of sections 665 through 668 (subpart D>« 

(6) Exclusions under section 663 (a) 
(f). Subparagraphs (1). (2), (3), (4), 
and (5) of this paragraph have no appli¬ 
cation to an amount which qualifi^ as 
an exclusion under section 663 (a) (1). 

S 1.665 Cc) Statutory provisions: ex* 
cess distributions by trust: definition o/ 
taxes imposed on Vie trust. 

6cc. 66S. Deftniitons eppltccble to lubpart 

!).••• 

(e) Tas€s (mposed on the trust. For pur* 
poeee of this subpiu-t. the term “taxes im¬ 
posed on the trust'* moans the amount of 
the taxes which are imposed for any tax¬ 
able year on the trust under this chapter 
(without regard to this subpart) and which, 
under regulatlona prescribed by the Secre¬ 
tary or his delegate, are properly allocable to 
the undistributed portion of the dis¬ 
tributable net Income. The amount deter¬ 
mined in the preceding sentonce shall be 
reduced by any amount of such taxes allowed, 
under sections 667 and 668. as a credit to 
any beneficiary on account of any accumula¬ 
tion distribution determined for any taxable 
year. 

§ 1.665 (c)-l Taxes imposed on the 
trust, (a) (1) For the purpose of sec¬ 
tions 665 through 668 (subpart D), the 
term •‘taxes imposed on the trust” means 
(for any taxable year) the amount of 
Federal income taxes which are properly 
alkKable to the undistributed portion of 
tho distributable not income. This 
amount is the difference between the 
total taxes of the trust for the year and 
the amount which would have been paid 
by the trust had all of the distributable 
net income, as determined under sec¬ 
tion 643 (a), been distributed. Thus, in 
determining the amount of taxes im¬ 
posed on the trust for the purposes of 
sections 665 through 668 (subpart D). 
there is excluded the portion of the taxes 
paid by the trust which is attributable to 
items of gross income which are not in¬ 
cludible in dist ributable net Income, such 
as capital gains allocable to corpus. 

(2) The rule stated in the preceding 
subparagraph may be illustrate by Uie 
following example: 

Xsampie. (I) Under the terms of a tniat, 
which reports on the calencUr year baela. 
tho Income may be accumulated or distrib¬ 
uted to A In the diecretian of the tnutee and 
capital gains are aUocable to corpus. During 
the taxable year 19S4. the trust had income 
of $20,000 from royalties, long-term capital 
gains of $10,000, and expenses of $2,000. The 
trustee in his discretion made a distribution 
of $10X)00 to A. The taxes imposed on the 
trust for the purposes of this subpart are 
$2,712. determined as shown below. 


(11) The distributable net income of ibc 
trust computed under section 613 (a) h 
$18,000 (royalties of $20i)00 lees expense! of 
$2,000). The total Uxee paid by the tnut 
are $3,787, oompuied as follows: 

Boyaliles--- $20,000 

Capital gains.. 10.000 


Orosa income--- 90 ,000 

Deductions: 

Expenses__ —$2,000 

Distributions to A._10,000 

Capital gain dcUucUon... 6.000 

Personal exemption___ 100 

- 17.100 


Taxable Income......^_12.900 

Total Income taxoe_ 3,1S7 

(111) The amount of taxes which would 

have been paid by the trust, had all of the 
distributable net Income ($18,000) of lbs 
trust been distributed to A, Is $1,^4 com¬ 
puted as follows: ^ 

Taxable Income of the truat-$12,900 

Lea: Undistributed portion of dis¬ 
tributable net Income <$18,0(X) 
- 010 , 000 ) ___ $,000 


Balance of taxable income.^ 4.900 
Income ta xes on $4.900,...,.1.074 

(It) The amount of taxes imposed on (he 
trust as defined in this paragraph is $2,713, 
computed aa follows: 

Total taxes___ _ _ $3,787 

Taxes which would hare been paid 

by the trust had all of the distribu¬ 
table net i n come been distributed. 1.874 

Taxes imposed on the trust as 

defined in BUbdlvisloD (!)»«• 2.713 

(b) If In any subsequent year an accumo* 
lallon distribution is made by the trust 
which results in a throwbaclc to the taxaWf 
year, the taxes of the taxable year allocsbii 
to the undistributed portion of distrtbuUbls 
net Income (the taxes imposed on the tniit). 
after the does of the subsequent year, ^ 
tho taxes prescribed in paragraph (a) of 
eection reduced by the taxes of the taxaMs 
year allowed as eredita to benenclarles oa 
account of amounta deemed distributed on 
the last day of the taxable year under 
666. 8ce paragraph (f) (4) of the example 
In I 1.668 (Example) for an IUusUbUou ol 
the application of this rule. 

1 1.665 (d) Statutory provisions: ex¬ 
cess distributions by trusts: definiUon of 
preceding taxable year. 

8zc. 666. Definitions oppUcabte to ntbpert 

D, • • • 

(d) Preceding taxable year. For 
of this subpart, the term I**®®*} 

year** does not include any taxable year w 
the trust to which this port does not o^T* 
In the ease of a preceding taxable yw 
respect to which a trust qualifies <wt»o»* 
regard to this xubpart) under the 
of subpart B, for purposes of the 
of this subpart to such iruxt for such uxsw 
year, such trust shall. In accordance with 
ulatlons preocribed by the Secretary or dm 
delegate, be treated as a trust to which »ud- 
part C applies. 

i 1.665 (d)-l Precedlno texabjt 
years —(a) Definition, For purposes^ 
sections 665 through 668 
the term “preceding taxable year” do« 
not include any taxable year to 
part I of subchapter J of chapt^ 1 ^ 
the Internal Revenue Code of 1954 d^ 
not apply. Sec section 683 and rcguis- 
Uons thereunder. Accordingly, the pr^ 
visions of sections 665 through 688 (su^ 
part D) may not, in general, be a^li^ 
to any taxable year which begin* beiorv 
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1954 or ends before August 17,1954. For 
example, if a trust (reporting on the 
calendar year basis) makes a distribution 
during the calendar year 1955 of income 
•ccuxnulated during prior years and the 
distribution exceeds the distributable net 
tocome of 1955. the excess distribution 
mar be allocated under sections 665 
Uirough 668 (subpart D) to 1954. but it 
may not be allocated to 1953 and pre¬ 
ceding years, since the Internal Revenue 
Code of 1939 applies to those years. 

(b) Simple trusts subject to sections 
fSS through 668 (subpart D). An ac¬ 
cumulation distribution may be properly 
allocated to a preceding taxable year in 
which the trust qualified for treatment 
coder sections 651 and 652 (subpart 
relsting to trusts which distribute cur¬ 
rent income only). In such event, the 
trust is treated for the preceding taxable 
year in all respects as if it were a trust 
to which sections 661 through 663 (sub¬ 
part C) applies. An example of such a 
drcuxnstance would be in the case of a 
trust (required under the trust instru¬ 
ment to distribute all of its income cur¬ 
rently) which received in the preceding 
taxable year extraordinary dividends or 
taxable stock dividends which the trus¬ 
tee in good faith allocated to corpus, but 
which are subsequently determined to be 
eerrenUy distributable to the beneficiary. 
See section 643 (a) (4) and S 1.643 (a>^. 
The trust would qualify for treatment 
under sections 661 through 663 (subpart 
Cl for the year of distribution of the 
extraordinary dividends or taxable stock 
dividends, because the distribution is 
not out of income of the current taxable 
year and would be treated as other 
amounts properly paid or credited or re- 
QUired to be distributed for such taxable 
r«ar within the meaning of section 661 
^a) (2). Also, the distribution would 
Qualify as an accumulation distribution 
for the purposes of sections 665 through 
^ (subpart D> if in excess of $2,000 and 
W excepted under section 665 (b) and 
we regulations thereunder. For the pur- 
Poaes only of sections 665 through 668 
(subpart D>, the trust would be treated 
^ subject to the provisions of sections 
Wl through 663 (subpart O for the pre¬ 
ceding taxable year and. In computing 
undistributed net income for such pre¬ 
ceding year, the extraordinary and tax¬ 
able stock dividends would be included 
^distributable net income under scc- 
643 (a). Also, a personal exemption 
Of only $100 would be allowable to the 
rather than the $3CK) exemption 
flowed to trusts qualifying for treat- 
^nt under sections 651 and 652 (subpart 
in determining the amount of taxes 
unposed on the trust for the purposes of 
•octions 667 and 668. 

1 1,665 <d)-2 Application of separate 
ware rule. In trust to which the sep- 
arite share rule of section 663 (c> is 
applicable for any taxable year, sections 
through 688 (subpart D) shaU be 
JPPlied as if each share were a separate 
Thus, ‘‘undistributed net Income** 
the amount of an “accumulation 
^tribuUon“ are computed separately for 
*•(« share. The “taxes imposed on the 
shall be allocated as follows: 

(s) There is first allocated to each 
•eporate share that portion of the “taxes 


imposed on the trust**, computed before 
the allowance of credits under section 
642 (a), which bears the same relation to 
the total that the distributable net in¬ 
come of the separate share bears to the 
distributable net income of the trust* 
adjusted for this purpose as follows: 

(1) There is excluded from distribut¬ 
able net income of the trust and of each 
separate share tuiy tax-exempt interest, 
foreign income of a foreign trust, and 
excluded dividends, to the extent such 
amounts are included in distributable net 
income pursuant to section 643 (a) (5). 
(6) and (7); and 

(2) The distributable net Income of 
the trust Is reduced by any deductions 
allowable under section 661 for amoimts 
paid, credited, or required to be dis¬ 
tributed during the taxable year, and the 
distributable net income of each separate 
share is reduced by any such deduction 
allocable to that share. 

(b) The taxes so determined for each 
separate share are then reduced by that 
portion of the credits against tax allow¬ 
able to the trust under section 642 (a) in 
computing the “taxes imposed on the 
trust'* which bear the same relation to 
the total that the items of income (al¬ 
locable to the separate share) with re¬ 
spect to which the credit is allowed bear 
to the total of such items of the trust. 
The amount of taxes imposed on the 
trust allocable to a separate share as so 
determined is then reduced by the 
amount of the taxes allowed under sec¬ 
tions 667 and 668 as a credit to a bene¬ 
ficiary of the separate share on account 
of any accumulation distribution de¬ 
termined for any subsequent taxable 
year. See 8 1.665 (c)-l (b). 

8 1.666 (a) Statutory provisions: 

excess distributions by trusts: allocation 
of accumulation distribution. ^ 

8bc. 666. ^ecumulAfion distribution al» 
located to S pteetding year*—(a) Amount al- 
toeated. In the cam of m tnut which for a 
taxable year beginning after December SI. 
19SS. la subject to aubpart C. the amount of 
the accumulation dlatrlbutton of aueh trust 
for such taxable year shall be deemed to be 
an amount within the meaning of paragraph 
(2) of section 661 (a) distributed on the 
last day of each of the 5 preceding taxable 
years to the extent that such amount exceeds 
the total of any undistributed net incomes 
for any taxable years interrenlng between 
the taxable year with respect to which the 
accumulation distribution Is determined and 
such preceding taxable year. The amount 
deemed to be distributed In any such pre¬ 
ceding taxable year under the preceding 
sentence shall not exceed the undistributed 
net Income of such preceding taxable year, 
l^or purposes of this subaecllon. undistrib¬ 
uted net Income for each of such 5 pre¬ 
ceding taxable years shall be computed with¬ 
out regard to such accumulation distribu¬ 
tion and without regard to any accumula¬ 
tion distribution determined for any stio- 
oeedlng taxable year. 

8 1.666 <a>-l Amount allocated, (a) 
If a trufit makes an accumulation dis¬ 
tribution In any taxable year, the distri¬ 
bution is included in the beneficiary's 
taxaUe tncome for that year to the ex¬ 
tent of the undistributed net income of 
the trust for the preceding 5 yean. It 
is therefore necessary to determine the 
extent to which there is undistributed 
net income for the pnxreding 5 ycarg. 


For this purpo6C. an accumulation dis¬ 
tribution made in any taxable year Is 
allocated to each of the 5 preceding tax- 
abte years In turn, beginning with the 
most recent year, to the extent of the 
undistributed net income of each of 
those years. Thus, an accumulation 
distribution is deemed to have been made 
from the most recently accumulated in¬ 
come of the trust. 

(b) If, prior to the application of the 
provisions of sections 665 through 668 
(subpart D) to an accumulation distri¬ 
bution for the taxable year, there Is no 
undistributed net income for a preceding 
taxable year, then no portion of the 
accumulation distribution Is deemed 
distributed on the last day of such pre¬ 
ceding taxable year. Thus, if an ac¬ 
cumulation dlstribuQon Is made during 
the taxable year 1960 and the trust had 
no undistributed net Income for the tax¬ 
able year 1969, then no portion of the 
1960 accumulation distribution shall be 
deemed distributed on the last day of 
1959. For purposes of sections 665 
through 668 (subpart D). the term “5 
preceding taxable years'* Includes only 
the 5 taxable years immediately preced¬ 
ing the taxable years in which the ac¬ 
cumulation distribution is made and 
which are subject to part I of subchap- 
tcr J of chapter 1 of the Internal Rev¬ 
enue Code of 1954, even though the trust 
has no undistributed net Income dur¬ 
ing one or more of those years. 

(e> Paragraphs (a) and (b) of this 
section may be illustrated by the follow¬ 
ing example: 

Example. In 1959. a trust, reporting pn the 
CAlendAT year basis. moXes an accumulation 
distribution of $25.(XK>. In 195S, the trust 
had S7.0(K) of undistributed net income; In 
1957. none: in 1056. $13,000; in 1965, $4,000; 
In 1954. $4,000. The accumulation distribu¬ 
tion will be deemed distributed $7,000 In 
1058, none in 1957, $12,000 In 1956, $4,000 In 
1955. and $2,000 In 1954. 

(d) For the purposes of allocating to 
any preceding taxable year an accumu¬ 
lation distribution of the taxable year* 
the undistributed net income of such pre¬ 
ceding taxable year is computed without 
regard to the accumulation distribution 
of the taxable year or of taxable years 
following the taxable year. However, ac¬ 
cumulation distributions of any taxable 
years intervening between such preced¬ 
ing taxable year and the taxable year are 
taken into account. Accordingly, if a 
trust has undistributed net Income for 
the taxable year 1954 and makes an ac¬ 
cumulation distribution during the tax¬ 
able year 1955, the undistributed net In¬ 
come for 1954 is computed without regard 
to the accumulation distribution for 1955 
or any subsequent year. If the trust 
makes a further accumulation distribu¬ 
tion for 1956, the undistributed net in¬ 
come for 1954 is computed without re¬ 
gard to the accumulation distribution for 
1956 or subsequent years; but the un¬ 
distributed net Income for 1954 will take 
into account the accumulation distribu¬ 
tion for 1055. 

8 1.666 (b) Statutory provisions; ex¬ 
cess distributions by trusts; total taxes 
deemed distributed. 

8bc. 666. Accumulation distribution o/fo- 
cated to 5 preceding gears. • • • 
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(b) Total taxe$ dttmod dUtributed, U 
anf portton of on mocumolAtton dlstiibutloa 
for any taxable year la deemed under aub* 
aectlon (a) to be an amount within the 
meaning of paragraph (2) of aectlon 601 
dtatrtbuted on the laat day of any preceding 
taxable year, and auch portion of auch accu¬ 
mulation dlatrlbutlon la not leaa than the 
undlftrlbuted net income for auch preceding 
taxable year, the trust aball be deemed to 
have dUtributed on the laat day of auch pre¬ 
ceding taxable year an additional amount 
within the meaning of paragraph (2) of 
section 661 (a). 8urh additional amount 
shall be equal to the taxes Imposed on the 
trust for auch preceding taxable year, 
purpossa of this subsection, the undUtrlb- 
uted net inootns and the taxes Imposed on 
the trust for such preceding taxable year 
shall be computed without regard to such 
accumulation distribution and without re¬ 
gard to any accumulation dUtribuUon 
determined for any succeeding taxable year. 

f 1.666 (b)-l Total taxes deemed dis^ 
tributed. (a) If an accumulation dis¬ 
tribution Is deemed under { 1.666 (a)-l 
to be distributed on the last day of a 
preceding taxable srear and the amount 
Is not less than the undistributed net in¬ 
come for such preceding taxable year, 
then an additional amount equal to the 
taxes Imposed on the trust as defined in 
11.66S (o)-l for such preceding taxable 
year is likewise deemed distributed 
under section 661 (a) (2). For example, 
a trust has taxable income of $11,032 
(not including any capital gains) and 
undistributed net income of $8,000 for 
the taxable year 1054. The taxes im¬ 
posed on the trust are $3,032. During 
the taxable year 1955, on accumulation 
distribution of $8,000 is made to the 
beneficiary, which is deemed under 
{ 1.666 (a)-l to have been distributed on 
the last day of 1954. The taxes imposed 
on the trust for 1954 of $3,032 are also 
deemed to to have been distributed on 
the last day of 1954 since the 1955 accu¬ 
mulation distribution is not less than 
the 1954 undistributed net Income. 
Thus, a total of $11,032 will be deemed 
to have been distributed on the last day 
of 1954 because of the accumulation 
distribution of $8,000 made in 1955. 

(b> For the purpose of paragraph (a) 
of this section, the undistributed net In¬ 
come of any preceding taxable year Is 
computed without regard to the accumu¬ 
lation distribution of the taxable year or 
any taxable year following such taxable 
year. However, any accumulation dis¬ 
tribution of taxable years Intervening 
between such preceding taxable year and 
tlie taxable year are taken Into account. 
See 11.666 (a)~l <d> and paragraphs 
if) (5) and (g) (1) of 1 1.668 <Example). 

f 1 656 (c) Statutory provisions: ex- 
cess distributions by trusts: pro rata por- 
ffort of taxes deemed distributed. 

Bnc. 666. Accumulation distribution alio- 
eated to 5 preceding years. • • • 

(c) Pro rata portton of taxes deemed dUf 
tributed. If any portion of an accunralatlon 
dlairlbittlon for any taxable year U deemed 
under aabaecUon (a) to be an amount within 
the meaning of paragraph (2) of section 661 
{a) distributed on the last day of any pre¬ 
ceding taxable year and auch portton of the 
accumulation dUtributlon U kaa than the 
undistributed net Inooms for such preceding 
taxable year, the trust shall be deemed to 
have distributed on the last day of such 
preceding taxable year an additional amount 


within the meaning of paragraph (2) of sec¬ 
tion 661 (a), Such addlUonal amount shall 
be equal to the taxes Imposed on the tnut 
for auch taxable year mulUpUed by the ratio 
of the portion of the accumulation dlstrlbu- 
Uon to the undistributed net Income of the 
trust for such year. For purposes of this 
subsection, the undistributed net Income and 
the taxes imposed on the trust for such pre- 
eoding taxable year shall be computed with¬ 
out regard to the accumulation distribution 
and without regard to any accumulation dls- 
tiibutlon determined for any auccceding 
taxable year. 

1 1.666 (e)-l Pro rata portion of taxes 
deemed distributed, (g) If an accumu¬ 
lation distribution is deemed under 
S 1.666 (a>-l to be distributed on the last 
day of a preceding taxable year and the 
amount Is less than the undistributed 
net income for such preceding taxable 
year, then an additional amount is like¬ 
wise deemed distrilHited under section 
661 <a> <2). The additional amount is 
equal to the taxes imposed on the trust, 
as defined in ( 1.665 (c>-l, for such pre¬ 
ceding taxable year, multiplied by the 
fraction of which the numerator is the 
amount of the accumulation distribu¬ 
tion and the denominator is the undis¬ 
tributed net income tor such preceding 
taxable year. S^e paragraphs (c) and 
<d) of example C2) in f 1.666 (Examples). 
and paragraph (f) (2) of f 1.668 (£Ix- 
ample) for illustrations of this rule. 

(b) For the purpose of paragraph (a) 
of this section, the imcUstribut^ net 
income of any preceding taxable year is 
computed without regard to the accumu¬ 
lation distribution of the taxable year or 
any taxable year following the taxable 
year. However, accumulation distribu¬ 
tions of any taxable years intervening 
between such preceding taxable year and 
the taxable year are taken Into account. 
See 4 1.666 (a)>l (d). paragraphs (e) 
and (h) of example (2> in 1 1.666 (Ex¬ 
amples), and paragraph <f) (5) of 
1 1.668 (Example). 

4 1.668 (E^xamples) Examples. The 
application of the provisions of 44 1.666 
(a)-l, 1.666 (b)~l. and 1 666 <c)-l may 
be Illustrated by the following examples: 

example (I), (a) A tnixt makes aocumu- 
tatioo distributions as foUows: 

1959 -$7,000 

1960 - 25.000 

F>r 1954 through 1958, the undistributed 
portion of distributable net Income, taxes 
imposed on the trust, and undistributed net 
Income are as follows: 


Vesr 

rivus* 
immud 
poiilottof 
djkrllvutshfe 
nri tocoais 

Tsxrs 
kopoarfl 
an lh« 
IruiC 

tnbuied 
oti looome 

ifca_ 

SIX 100 

14400 

S$7Q0 

1W7. 

10.100 

4200 

10.000 

1M6. 

0,100 

1.900 

4,740 

1W5. 

Konfi 

None 

hfoas 

10M_ 

14100 

$440 

7.460 


(b) Since the enttrs amount of the ae- 
cumulation dlstrlbuuon for 1959 ($7.000), 
determined wlthoni regard to the accumula¬ 
tion distribution tor 1960, is less than the 
ux^dklrlbutad net Income for 1968 (18,700), 
sn sddlUonal amount of $2,736 Is Ukcwlsa 
deemed dixtrltnited under section 666 (e), 
determined as follows: 


$3,400 (taxes Imposed on the trust for 1966) 
multiplied by 

$7,000 (aooumulatlon distribution for 195 $) 
$8,700 (undistributed net Income for 1066)^ 

(c) In allocating the accumulsUoo dis¬ 
tribution for 1060, the undistributed net la* 
come for 1958 will take into account ibt 
accumulation distribution for 1959. and the 
additional amount of taxes Imposed on the 
trust for 1958 deemed distributed. The un¬ 
distributed net income for 105$ will thsn be 
$1,006; and the taxes imposed on the trust 
ior 1958 will then be $458. determined u 
foXlowi: 

Undistributed portion cd distributa¬ 
ble net Income as of the close of 

1958--$ia. ICO 

Lass: 

Accoroutatlon distribution 

(1059)-$7,000 

Taxes deemed distributed 
under section 666 (c) 

i7.000/8,700X$3;400)_2.736 

- 9.*»$ 


Balance.™™.__ 2,344 

Lem: Personal axampUon^__ 103 


Balance___ 2.364 

Taxes imposed on the trust (Income 

taxes on $2,264)_ 45$ 

Undistributed portion of distributa¬ 
ble net I n c o m s as of the close of 

1959 _ 2.3C4 

Lem: Income taxes attributable 
thereto....._ 458 


Undistributed net Income for 
1058 as of the close of 
1959_ 1.008 

(d> The accumulation dlatrlbutlon of 
$25,000 for 1960 Is deemed to have been msde 
on the lest dsj of the 6 preceding tsxsblt 
years of the trust to the extrnt of $17544 
the total of the undistributed net Income for 
auch years, as ihown In the tabulation bdow. 
In addition. $7,018. the total taxes Imposid 
on the trust for such years are also deemed 
to have been distributed on the last day at 
such years, as shown htlow: 


Year 

rndb. 

tributed 

kicxiine 

Ts«s. 
bspead 
VO ttr 

trust 

1090___ 

1098.___ 

10S7 .. 

N<mr 

fl.100 

10,000 

K«es 

KXS 

IMS-. 

$140 


10«‘-_. 

None 

Kiot 


(e) No portion of the 1960 accuinulatlfln 
distribution is deemed made on the last day 
of 1954 because, as to 1560. 1954 Is the sUtk 
preceding taxable year. 

example (2). (a) Under the tcnni of $ 
trust instrument, the trustee has discretion 
to accumulate or distribute the Income U> X 
and to invade corpus for the bsnthl of X 
The entire income of the trust Is from royal¬ 
ties. Both X and the trust report on t^ 
calendar year basis. The distributable w 
Income of the trust for the taxable year HW 
Is $20,100 and the income taxes paid by in* 
trust for such year with respect to 
come are $7,280. All of the inoome for 1^ 
was aocumulatcd. All of the Income w* 
1055 and 1956 was distributed and In ad^- 
lion the trustee made accumulsUon difW* 
hutlons within the meaning of sectloo 9W 
(b) of $6,420 for each year. 

(b) The undistributed net Income cf to* 
trust determined under section 665 (a) *• 
of the close of 1964. U $12,$40, computed •• 
loZlows: 
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DUiributable net Income.^.™— $30.100 
U«« Taxes Impoved on tbe tnuit... 7.300 


VnOlxlrlbuted net Income as 
of tbe cloee of 11^4___ 12,010 


K) Ths accumulation dUUlbutlon of 
I$.i20 made during the Uxable year 1055 
ntff'rmed under section OCO (ai to have been 
made on December 31. 1054. Since thU ac¬ 
cumulation distribution ta leea than the 1954 
undiHtrlbuted net Income of $12,040, a por¬ 
tion of the taxes imposed on the tnut for 
1954 Is aleo deemed under section 666 (o) to 
bt^ been distributed on December 31. 1954. 
The total amount deemed to have been dls- 
trlboted to X on December 31.1954. la $10,050. 
computed as follows: 


Accumulatioa distribution-- $6.430 

Taxes deemed distributed (0,420/ 
ia.»40X $7,260) ..- a. 030 


Total__10.050 


(d) After the application of the provlaions 
of Mctions 005 throuKh 668 (subpwrt D) to 
tbe accumulation dlstiibutton of 1956. the 
ttodt&tributed portion of the distributable 
art inooms of the trust for 1954. Is $10,050. 
and the taxes Imposed with respect thereto 
are $3,633. computed as follows: 

Dutrtbutabls net Income as of the 

doss of 1954_$30,100 

tesf! 1955 acctimutnilon distribu¬ 
tion and taxes deemed distributed 
on Dee. 81, 1954 (paragraph (e)) 10.050 


Undistributed portion of the 
1954 distributable net In¬ 
come adjusted as of the 

close of 1965_ 10.050 

tins: Personal exemption_ 100 


Balance _............. 9.950 

Income taxes on $9.950...»«__ 2,633 

(e) The undistributed net Income at the 
bust for the taxable year 1954. as adjusted 
b> $1^0 effect to the 1955 accumulation dls- 
thbutlon. Is $7,427. computed as foUows: 

Ubdietributed portion of distribut¬ 
able net Income as of the close of 

X$S5...$10,050 

Isia; Income taxes oppUcable 
thereto ............_— 2,023 


Undistributed net Income de¬ 
termined as of the cloee 
of 1955____ 7,427 

(0 Inasmuch as all of the Income of the 
bust for the taxable year 1956 wits dlstrlb- 
8bd to X. the trust had no undistributed 
bet for that* year. Acoordlmrly. the 

bccumutaUon distribution of $0,420 made 
Ourtng the taxable year 19S0 Is, under sec- 
ban M (a), deemed a distribution to X 
on December 31. 19^4, within the meaning 
of sectioh 661 (a) (2). Since this accumu- 
Istton dlstrtbuUnn Is leas than the 1954 
^Ojuxted undistributed net Income of $7,437. 
bve trust Is deemed under section 066 (o) 
•*•<> to have distributed on December 81. 

a portion of the taxes Imposed on the 
btut for 1954. The total amount deemed 
to be dtotribulcd on December 31. 1954, with 
f**pcct to the accumulation distribution 
toxle In 1056, Is $6,687. computed ss follows: 

Jj«^muUUon dUUibxiUon..$6. 420 

^s deemed distributed (6,420/ 

7.427 X $3.038)_ 2.207 


Tbtal- 8.687 

If) After the application of the provllilons 
^ asctlons 005 through 668 (subp^t D) to 
Jh* accumulation distribution of 1950. the 
®hdUir1buted portion of the distributable 
^t Income of the trust for 1954, Is $1,363. 
•bO the taxes imposed on the trust with re- 
'f^ct thereto are $253. oompuud ae follows: 


undistributed portion of distributa¬ 
ble net income as of the close of 

1965_Si_$10,050 

X^ess: 1950 accumulation dleirlbu- 
Uon and taxes deemed distributed 
on December 81. 1954 (paragraph 

(f)).. 8.087 


Undistributed portion of dis¬ 
tributable net Income as of 

the close of 1956_ 1.803 

Lest: Personal exemption__ 100 


Balance^^ _____ 1,203 

Income taxes on $1,203..«^^^«*« 353 

(h) The undistributed net Income of the 
trust for U)e taxable year 1954, determined 
ss of the close of the taxable year 1956. Is 
$1,110 ($1,303 less $263). 

I 1.667 Statutory provisions; excfss 
distributions by trusts; tUnial oj refund 
to trusts. 

Bsc, 667. Denial of refund to truits. Tbe 
amount of taxes Imposed on the trust under 
this chapter, which would not have been 
payable by the trust for any preceding tax¬ 
able ye^ had the trust In fact made dis¬ 
tributions at tbe times and in the amounts 
deemed under section 666. shall not be re¬ 
funded or credited to the trust, but shall be 
allowed as a credit under section 668 (b) 
against ths tax of the beneficiaries who art 
treated as having received the distributions. 
Poe purposes of the preceding sentence, the 
amount of taxes which may not be refunded 
or credited to the trust shall be an amount 
equal to the exoosa of < l > the taxes Imposed 
on the trust for any preceding taxable year 
(computed without regard to tbe sccumula- 
tlon distribution for the taxable year) over 
(3) ths amount of taxes for such preceding 
Uxable year Imposed on ths undistributed 
portion of distributable net Income of tbe 
trust for such preceding taxable year after 
the application of this subpart on account of 
the acscumutation distribution determined 
for such taxable year, 

f 1.667-1 Denial of refund to trusts. 
(a) IT gji amount 1$ deemed under sec¬ 
tion 666 to be an amount paid, credited, 
or required to be distributed on the last 
day of a preceding taxable year, the 
trust U not allowed a refund or credit 
of the amount of taxes imposed on the 
trust, as defined in 1 1.665 (c)-l. which 
would not have been payable for the 
preceding taxable year had the trust in 
fact made such distribution on the last 
day of such year. Such taxes are al¬ 
lowed as a credit under section 663 (b) 
against the tax of the beneficiaries who 
are treated as having received the dis¬ 
tributions In the preceding taxable year. 
The amount of taxes which may not be 
refunded or credited to the trust under 
this paragraph and which are allowed 
as a credit under section 668 (b) against 
the tax of the beneficiaries, shall be an 
amount equal to the excess of the taxes 
imposed on the trust (as defined in 
section 665 (c> and the regulations 
thereunder) for any preceding taxable 
year (computed without regard to the 
accumulation distribution for the tax¬ 
able year) over the amount of taxes for 
such preceding taxable year which would 
be imposed on the undistributed portion 
of distributable net income of the trust 
for such preceding taxable year after the 
application of sections 665 through 668 
(subpart D) on account of the accumu¬ 
lation distribution determined for such 
taxable year. 


(b) Paragraph (a) of this section may 
be illustrated by the following examples: 

Brample (I), In 1954. a trust of which A 
ii the sole beneficiary has taxable Income of 
$30,000 (Including capital gains allocable to 
corpus), on which a tax of $7,360 U paid. 
The undistributed portion of dlstrlbuublo 
net Income Is $15,000. to which $6,160 of the 
tax is aUocable under secUon 605. The un- 
cUstrlbuted net Income Is therefore $8840 
($16,000 minus $0,160). In 1955. the trust 
makes an accumulation distribution of 
$8,840. Under acctlon SC6 (b). Uie total taxes 
for 1954 attributable to mulUtrlbutcd not 
Income are deemed distributed, so $15,000 
Is deemed distributed. Tbe amount of the 
tax which may not be refunded to the tnut 
under section 067 and the credit to which 
A is entitled under section 008 (b) Is the 
excess of $6,1C0 over xero, since after the 
distribution and Die application of sections 
065 through 008 (subpart D) there Is no 
remaining undistributed portion of distrib¬ 
utable net Income for 1954. 

Example (2). The same trust as in exsm- 
pie (1) above distributes $5,000 in 1955, 
rather than $8,840. The amount of the tax 
which • may not be refunded to the trust 
and the amount of the credit available to 
A la the excess of $0,100 over $4,044. the tax 
on an amount equal to the undistributed 
portion of dUtrlbotable tvet income ($15,000) 
reduced by the amount deemed under sec¬ 
Uon 660 to have been distributed In 1954 
($8,484). The excea is computed as follows: 

Aocumulauon dlrtiibuUon In 1955.. $5,000 
Taxes deemed distributed under sec¬ 
Uon 000 (C) (5.000/8.840XOO.lOO). 8.484 


Total amount deemed distrib¬ 
uted out of the undistrib¬ 
uted porUon of distrlbutablo 
not income-8.484 


Tax attributable to the undistributed 
portion of dUtrtbutsbIe not in¬ 
come _-____ 0.160 

Tax on $11,510 (taxable in¬ 
come of $30,000 minus 
$8 484, amount deemed dis¬ 
tributed) -$3,210 

Tax on $5,000 (capital gains 

aUocable to corpus) 1.100 


Tax attributable to undistributed 
porUon of distributable net in¬ 
come _____ 3.116 


Refund disallowed to the trust 
and credit available to A in 
1955 - 4,044 


( 1,668 (a) Statutory provisions; ex- 
eess distributions by trusts; treatment 
of amounts deemed distributed in pre¬ 
ceding taxable years; amounts treated as 
received in prior taxable years. 

8cc. 008. Treatment of amounie deemed 
distributed in preceding years —(a) Amounts 
treated as res^ved in prior taxable gears. 
The total of the amounts which are treated 
under section 600 as having been distributed 
by the trust In preceding taxable year shall 
be included In tbe Income o( a t^neOciary 
or beneficiaries of the trust when paid, cred¬ 
ited. or required to be distributed to the 
extent that such total would have been In¬ 
cluded in the Income of such beneficiary or 
beneficiarlee under section 662 (o) (3) and 
(b) If such total had been paid to such 
beneficiary or beneficiaries on the last day 
of such proording taxable year. The portion 
of such total Included under the preceding 
sentence in the Income of sny benefiolary 
shall be based upon the same ratio as deter¬ 
mined under the second sentence of section 
063 (a) (2) f6r the taxable year In respect of 
which the accumulation distribution is de¬ 
termined. except that proper adjustment of 
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f\tch ratio ahatl be made, Ui accordance with 
regiDatlone preeorlbed by the Secretary or 
his delegate, for amounts which fall within 
paragrsplM (1) through (41 of section 6^6 
(b 1. The ux of the benellclaries attributable 
to the amounts treated as having been re¬ 
ceived on the last day of stich preceding tax¬ 
able year of the trust shall not be greater 
than the aggregate of the taxes attributable 
to those .amounts had they been included In 
the gross Income of the benefl7larlea on such 
day In aocordanoe with section (a) (2) 
and (b). 

I X.668 (a)-l Amounts treated as rd- 
ceived in prior taxable years —<n) /n- 
clusion in gross income. (1) Section 66$ 
Cal provides that the total of the 
amounts treated under section 666 as 
having been distributed by the trust on 
the last day of a preceding taxable year 
of the trust sliall be included in the gross 
income of the beneficiary receiving them. 
The total of such amounts is Includible 
to the extent the amounts would have 
been Included under section 662 (a) <2) 
and (b) If the total had actually been 
paid by the trust on the last day of such 
preceding taxable year. The total shall 
be included in the gross Income of the 
beneficiary for the taxable year of the 
benenclary in which such amounts are 
in fact paid, credited, or required to be 
distributed unless the taxable year of 
the benenclary differs from the taxable 
year of the trust (see section 662 (c) and 
the regulations thereunder). 

(2) The total of the amounts treated 
under section 666 as having been dis¬ 
tributed by the trust on the last day of 
a preceding taxable year of the trust are 
Included as prescribed In subparagraph 
(1) of this paragraph in the gross income 
of the beneficiary even though as of Uiat 
day the beneficiary would not have been 
entitled to receive them had they ac¬ 
tually been distributed on that day. 

<3) Any deduction allowed to the 
trust in computing distributable net in¬ 
come for a preceding taxable year (such 
as depreciation, depiction, etc.) is not 
deemed allocable to a beneficiary because 
of amounts included In a beneficiary's 
gross income under this section (see 
paragraph (h) (2) (li) of ( 1.668 (Ex¬ 
ample) >. since the deduction has already 
been utilized in reducing the amoimt In¬ 
cluded in the beneficiary's income. 

(b> Allocation among beneficiaries. 
(1) The portion of the total amount in¬ 
cludible In gross Income under the pre¬ 
ceding paragraph which is includible in 
the gross income of a particular benefici¬ 
ary shall be based upon the ratio deter¬ 
mined under the second sentence of sec¬ 
tion 662 (a) (2) for the taxable year 
(not the preceding taxable year). 

(2) The rule of subparagraph (1) of 
this paragraph may be illustrated by the 
following example; 

Example. (I) Under the temu of a trtist 
Instrument, the tnistee may accumulate the 
income or make dUtrtbuUona to A and B. 
The truatcf may aleo Invade oorpua for the 
benent of A and B. The dlatrlbutable net 
income of the truat for the taxable year 
10&5 la $10,000. The truat bad undiatrlbuted 
net income for the taxable year 1054 of 
$5,000. to which a tax of $1,100 waa allocable. 
During the taxable year 1056. the truatee 
dUtrlbutea $10,000 to A and $5X>00 to B. 
Thua. of the total distribution of $15,000. 
A received two-thlrda and B received one- 
thlrcL 


(11) For the purpoees of determining ^e 
amounts Includible In the beneOclarlea* 
groaa Income for 1055. the trust la deemed 
to have made the following dlatrlbuUona: 

Amount distributed out of 1055 In¬ 
come (distributable net income). $10,000 
Accumulation dlatrlbution deemed ^ 

distributed by the truat on the 
last day of 1054 under section 

666 (a)___ 5.000 

Tkxea Imposed on the trust deemed 

dlatrlbuted under aeotion 666 (b). 1.100 

(ill) A wlU include in hla gross income for 
1055 two-thirds of each item shown In sub¬ 
division (11). Thus, he will Include In gross 
Income $6,666.67 (10/X)0/15.000X $10,000) of 
the 1055 distributable net Income of the truat 
as provided In section 662 (a) (2), and 
$3,33333 (10.000/15.000X$5.000) Of the ac¬ 
cumulation distribution and $7^.83 (10.000/ 
15.000X$lj000) of the taxes Imposed on the 
trust as provided In section 068 (a). 

(tv) B will include in his gross Income for 
1055 one-thtrd of each Item shown in aub- 
diviaion (11). computed in the manner shown 
in aubdlvision (til). 

(3) When a trust pays, credlta. or Is 
required to distribute to a beneficiary 
amounts which are excluded under sec¬ 
tion 665 (b) (1). (2), (3).or (4) from the 
computation of an accumulation distri¬ 
bution. the amount Includible under sec¬ 
tions 665 through 668 (subpart D> in the 
gross income of the beneficiaries pursu¬ 
ant to paragraph (a) of this section is 
first allocated to the beneficiaries as pro¬ 
vided in subparagraph (1) of this para¬ 
graph and. second, the amount allocable 
to the beneficiary receiving amounts 
which are excluded under section 665 cb) 
(1). (2). (3). or (4) is reduced by the 
excluded amounts. 

(4) Subparagraph (3) of this para¬ 
graph may be illustrated by the follow¬ 
ing examples in which it is assumed the 
trusts and beneficiaries report on the 
calendar year basis and the income of the 
trusts was derived entirely from taxable 
interest: 

Example (I). (1) A truat In 1857 baa In¬ 

come M defined in aection 643 (b) of $3S.C00 
nnd expenaea allocable to corpua of $5,000. 
Ita dlatrlbutable net Income la. therefore. 
$30,000 ($35.000-$5,000). The undUlributed 
net income of the tmat and the tnxea im- 
poeed on the tnut were $12340 and $7,260. 
reapecUvely. tor each of the yeara 1056. 1055. 
and 1054. The terma of the truat Inatrument 
provide for the accumulation of Income dur¬ 
ing the minority of beneficlarlet A and B. 
However, the trxutee may make dlacretlonary 
diatrlbutlona to either beneficiary after he 
beoomea 21 yearn of age. Alao. the truatee 
may Invade corpua for the benefit of A and 
B. B became 21 yeara of age on January 1, 
1057. and. aa of that date. A waa 25 yeara old. 
The truatee dlatrlbuted $50,000 each to A and 
B during 1057. 

(U) Since each beneficiary received one- 
half of the total amount dlatrlbuted by the 
truat. each muat include In groaa Income 
under section 662 (a) (2) one-half ($15,000) 
of the dutribuuble net income ($30.<X)0) of 
the trust for 1057. 

(ill) The exceea distribution of $35,000 
($50.000 —$15,000) received by B is exclufied 
from the determination of an accumulation 
dlatrlbution under section 665 (b) (1) and 
accordingly U not includible in B*a groaa in¬ 
come under section 668 (a). Nor la such 
amount treated aa an accumulation distribu¬ 
tion for the purpose of determining the 
amount includible In A’a groea InoonM under 
eecUon 668 (a)* 


(Iv) The acciimutatlon dlatrlbution of the 
trust la $35,000. computed aa followa: 

Total dlaUibuUon by the trust.... $100,000 
l^eea: 

Distributable net Income 

for 1957_$30,000 

Excess distribution to B. 35.000 

- 65.000 


Accumulation distribution 
to A-- 35.000 

(v) The accumulation distribution of 
$35,000 will be allocated to the preceding tax¬ 
able years 1056. 1055. and 1054. and the trust 
will he deemed to have made the following 
distributions to A on the last day of thooa 
years: 



lesA 

lOM 

IVM 

rmlMrlbuted net Income.... 
liuM lajposod on the tnut... 

fix MO 

7.»i» 

fix MO 

1 7.2«) 

9X930 

xrii 

Tout__ 

2^100 

20,100 

Kxa 



Thus, A will Include $54,700 In hla groai 
income for 1057 under section 668 (a), A 
will, however, receive credit against hla 
tax under section 668 (b). 

Example (3). (I) Under the terms of a 
truat tha truatee may make discretionary 
distributions out of Income to A during 
her life. The balance of the income la to 
be accumulated during the minority of her 
son. B. and is to be dlatrlbuted to him 
when he hecomea 21 yeara of age. There¬ 
after the trustee may also make dlscrctloo- 
ary payments of income to B. Also, the 
trustee may invade corpus for the benefit 
of A and B. B became 21 yeara of age on 
December 31. 1055. The distributable net 
Income of the trust for 1055 la $30,000. 
It had undistributed net income of $12640 
for the preceding taxable year 1954 and 
the taxes impoeed on the trust for such 
year were $7360. The trustee distributed 
$15300 to A during 1055 and on December 
31. 1055. he distributed $60,000 to B. which 
represented income accumulated during his 
minority. 

(II) Since B received four-fifths of the 
total amount ($75,000) distributed by the 
trust during 1055, be must Include In his 
groaa Income under section 062 (a) (2) four- 
flftlu ($24,000) of the dUtrlbutable net in¬ 
come ($30,000) of the trust for 1055. A 
will Include In her groaa Income under see- 
Uon 662 (a) (2) one-fifth ($6,000) of the 
distributable net Income ($30,000) of tha 
trust for 1055. 

(III) The excess distribution of $36.00$ 
($60.000-$24.000) received by B U excluded 
from the determination of an accumulation 
distribution under section 665 (b) (1) 
accordingly la not includible in his gmsa 
income under section 668 (a). 

(Iv) The amount treated as an accumu¬ 
lation distribution for the purpose of deter¬ 
mining the amount includible in A*s groee 
income for 1055 under section 668 (a) b 
$9,000. computed aa followa: 

Total distribution by the trust...— $76,000 
Less: 

Distributable net Income 
for 1955,....$30. OOO 

Excess distribution to B. 86.000 


Amount treated as an ac- 

cumulation distribution... 9.000 

(v) Inasmuch aa the amount of $9,000 li 
leas than iha total undistributed net Income 
of the trust ($12340) for the preceding tax¬ 
able year 1054, a pro rata portion of the 
taxes imposed on the trust for that 
alao deemed distributed by the trust, 

A wlU include $14,073 In her gross Income w 
1056 under aecUoa 668 (a) computed as 
followa: 
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trodlfftrllmUd nti Income_ —$9,000 

Imposed on the trust (9.000/ 
U^X$7j2flO)-6.073 


TdUl_14.073 

A Will, however, receive credit Against her 
Ux under section 668 (h). 


for 1954. The beneficiary*! tax llabiitty for 
1966 U $4,730 determined as follows: 

reoTt95S 

Tax on $15JQ00 (taxable Income In* 
eluding section 666 amounts) $4,730 

T>uc on $6,000 (taxable Income ex* 
eluding section 066 amounts) 1.100 


(c> Tax attribuiable to throwbacks 
(1) The tax attributable to amounts 
deemed distributed under section 666 is 
Impoised on the beneficiary for the tax¬ 
able year of the beneficiary in which the 
Accumulation distribution is made unless 
Ihc taxable year of the beneficiary is 
different from that of Uie trust (sec sec¬ 
tion 662 (c) and the regulations there¬ 
under). However, the tax cannot be 
greater than the aggregate of the taxes 
Altributable to those amounts had they 
been Included. In accordance with the 
provisions of section 662 (a) (2) and <b). 
in the gross income of the beneficiary for 
the preceding taxable year or years in 
which they were deemed distributed. 
The tax liability of the beneficiary for 
the taxable year is computed in the fol¬ 
lowing manner: 

(1) First, compute the amount of tax 
for the taxable year attributable to the 
lecUon 666 amounts which arc included 
In the groes income of the beneficiary 
for the year. The tax attributable to 
thoie amounts is the difference between 
the tax for the taxable year computed 
with the inclusion of the section 666 
tmounts in gross Income and the tax 
computed without including them in 
tro&s income. 

(ii) Next, compute the tax attribut- 
tble to the section 666 amounts for each 
of the preceding taxable years as if they 
had been included In gross income for 
those years. The tax attributable to 
ttch amounts in each such preceding 
taxable year Is the difference between 
the tax for such preceding year com¬ 
puted with the inclusion of the section 
656 amounts in gross income and the 
tax for such year computed without in¬ 
cluding them in gross income. The tax 
computation for each preceding year 
Jhsh reflect the taxpayer's marlW and 
wpendency status for tliat year. 

<lli) The total tax for the taxable year 
«htn be the tax for that year computed 
wthout Including the section 666 
xniounu. plus^ 

<a) The amount of the tax for the 
wablc year attributable to the section 
w amounts (computed in accordance 
with subdivision (i) of this subpara¬ 
graph), or 

^h) The sum of the taxes for the pro¬ 
ving taxable years attributable to the 
•ccUon 666 amounts (computed in ac- 
with subdivision (11) of this 
^paragraph). 


whichever is the ?unaller. 

<2) The provisions of subparagra 
of this paragraph may be iUustrat 
of the following example: 


t ( 1 ) During the Uxable ymr 

$10U>00 lA deemed distributed under 
•etton 666 to A beneflclAry. of which $6,000 
*• detmed distributed by the trust on the 
dsy Gf 1956 And $4,000 on the last day 
^ 19M. The beneOclAry had taxable tnoome 
deductions) from other eourcea of 
lor 1956. $10,000 for 1956. and $10,000 


Tax AttrlbutAble to aectlon 666 
amounts_____ 


3.630 


Yearl9SS 


Tax on $16,000 (taxable Income in¬ 
cluding aectloin 666 amounts)_ 5.200 

Tax on $10,000 (taxable Income ex¬ 
cluding scciSon 066 amounts)..._ 2. 040 


Tux attributable to section 606 

amounts_ 2, 560 


Tear 1954 

Tax on $14,000 (taxable income In- 

olucUng section 666 amounU).._ 4.280 

Tax on $10,000 (taxable income ex¬ 
cluding iOcUon 666 amounU) 2, 640 


Tax attributable to section 666 

amounU_.........__ 1.620 


(II) Inaamuch as the tax of $3,630 attribut¬ 
able to the aecUon 666 amounU as com¬ 
puted at 1966 rates Is leas than the aggre¬ 
gate of the taxes of $4480 ($2,560 pltia 
$1,620) determine for the preceding tax¬ 
able years, the amount of $3,630 Is added to 
the Ux ($1400) computed for 1956 without 
including the aeotion 606 amounts. 

9 1.66S (b) Statutory provisions; ex¬ 
cess distributions by trusts; treatment of 
amounts deemed dUtributed in preceding 
taxable years; credit for taxes paid by 
trust. 

See. 668. Treatment of amounts deemed 
distributed in preceding taxable years, • • • 

(b) Credit for taxes paid by trust. The 
tax imposed on beneflciarles under this chap¬ 
ter shall be credited with a pro rata portion 
of the taxes imposed on the trust under 
this chapter for such preceding taxable year 
which would not have been payable by the 
trust for such preceding taxable year had 
the trust In fact made distributions to such 
beneficiaries at the times and in the amounts 
specified in section 666. 

9 1.668 (b>-I Credit for taxes paid by 
the trust, (a) The iaxex imposed on a 
complex trust for a taxable year which 
would not have been paybolo by the trust 
if amounts deemed under section 666 to 
have been distributed in the year had in 
fact been distributed in the year are not 
allowable as a refund to the trust but are 
allowable as a credit against the tax of 
the beneficiaries to whom the amounts 
described in section 666 (a) are dis¬ 
tributed. 

(b) The credit to w'hich a beneficiary 
is entitled under section 608 (b) is al¬ 
lowed for the taxable year In which the 
accumulation distribution (to which the 
credit relates) is required to be included 
in the gross income of the beneficiary. 
Any excefs over the total lax liability of 
the beneficiary is treated as an over¬ 
payment of tax. 

(c) The beneficiary Is entitled to a 
portion of the credit described In para¬ 
graph (a) of this section in the ratio 
which the amount of the accumulation 
distribution to him bears to the accumu¬ 
lation distributions to all the bene¬ 
ficiaries. 


9 1.668 (Example) Example. The pro¬ 
visions of sections 665 through 668 
(subpart D) may be illustrated by the 
following example: 

gxsmpitf—(a) Faets. (1) Under ih« terma 
of a trust Uifltniment, one-half of ths 
trust Income Is required to be distributed 
currently to beneficiary A. The trustee may 
In his discretion accumulate the balance of 
the Inoome of the trust or he may make dls- 
Ulbutions to B out of income or corpus. The 
trust la to terminate upon the death of A and 
the corpus Is to be distributed to B. Capital 
gains are allocable to corpus. All of the ex¬ 
pense* of the trust are eharges against 
Income. Ko provision is made in the trust 
Instrument with respect to depreciation. The 
trust and both beneficiaries report on the 
calendar year basis. The trust had long¬ 
term capital gains of $20X)(X) for 1954. and 
$10,000 for 1955. which were allocated to 
corpus. The distxihutable net Income of Uve 
trust as determined under section 643 (a) for 
1054. 1955. 1056, and 1057 la deemed to con¬ 
sist of the following Items of Inoome: 
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(2) One-half ($7,500) of the dividends for 
1954 were received by the trust on or before 
July 31, 1954. and the balance were received 
after that date. The depreciation of rental 
property amounted to $10,000 for each of the 
yean 19^4 through 1957, one-half ($5,000) 
of which was dedticted by the trust In com¬ 
puting the dlstnbutable net Income shewn 
above for the years 1954 and 1055. No de¬ 
duction was taken by the trust for deprecia¬ 
tion for the years 1056 and 1957 since all of 
the Income was distributed during thoee 
years. 

(3) The following distributions were made 
by the trustee to A and B during the taxable 
yean 1954 throtigh 1057: 



A 

n 

1934_...... 

mono 

None 

1055 ___ 

3C).000 

Kona 

I»».... 

s\ooo 

$4A,0IiO 

. 


atfiAo 


(b) DUfrfbufions to A. A Is deemed to 
have received one-half of each Item of in¬ 
come entering Into the computation of dis¬ 
tributable net inoome as shown In para- 
grsph (a) (1) above. See 1 1.662 (a)-2 for 
niles for Uie treatment of currently distrib¬ 
utable Inoome In the hands of the bene¬ 
ficiary. Inasmuch as one-half at the trust 
income Is currently distributable to A. he is 
entitled to a deduction of one-half ($5.0<)0) 
of the dcpreclstlon of the trust for each of 
the yean 1064 through 1957 In computing his 
taxabla Income. 

(o) Tax tiabliity Of the trust^(l) 1954. 
(1) The tsx liability of the trust for the 
taxable year 1954 is $13,451. computed as 
follows: 

Diatributabla net Income under tec- 
Uon 643 (a) (paragraph (a) (1) )• $50.000 
Lees amounts not Includible in groa* 
income: 

Tax-exempt IntereaU.^^*. $5,000 
Dividend exclusion........ 50 

- 5.060 


Distrlbulnble net Income as 
adjusted..._...._...... 44. 950 
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Add: Cap 4U] paoA (loci«-term)..«. $20,000 


ToUl_ 04. $5p 

Brought forwArd—04.050 
DeducUoiu: 

DUtrlbutlonA to A__ 22.475 

CApltal gain deduction__ 10.000 

Pcnonol eimnpUon.....^ lOO 

- 32.575 


Taxable Income............. 32.375 

Alternative tax_............. 13. 601 

DivldexKl received credit.*._.... 150 


Tax UablUty__ 13.451 

<U) See paragraph (b) above lor character 
of income deemed dUtributed to A and eec* 
tion 061 for rulea for computing the amount 
deductible by a truat for dUtrlbutlona to 
beneftclarlee. Inasmuch as one-half of the 
dividends of the truat are deemed to be 
dlatiibuted to A. $25 of such distribution 
la deemed to be made from the dividend 
exclusion of $50, and the balance from dlvl- 
denda Included In the groee Income of the 
trust (that ta. since the year 1054 la In¬ 
volved. $3,725 from dividends received on or 
before July 31. 1054. and $3,750 from divi¬ 
dends received after July 31. 1954; the truat 
Is entitled to a dividend received credit at- 
UibuUble to the dividends of $3,750 re¬ 
ceived after July 31. 1954. which were not 
distributed to any benehoiary during the 
taxable year). 

(3) 1955. (i) The tax liability of the trust 
for the taxable year 1055 is $8,189. computed 
as follows: 

Distributable net income under sec¬ 
tion 643 (a) (paragraph (a) (!)). $40,000 
Less amounts not includible in gross 
Income: 

Tax-exempt Interest....... $5,000 

Dividend exclusion....... 60 

- 5.050 


Distributable net income as 

adjusted____ 34.050 

Add: capital gains (long-term)__ 10.000 


Total-- 44.050 


Brought forward—^Total. 
Doduotlons: 

Distributions to A..... 
Capital gain deduction. 
Fersonal exemption__ 


Taxable income____ 22. 376 

Alternative tax___... 6.388 

Dividend received credit_- 100 


Tax liability......^......... 8,180 

(U) See paragraph (b) above for character 
of income deemed distributed to A and aoc- 
tlon 661 for rules for computing the amount 
deductible by a tnut for distrlbutlonii 
to beneficiaries. Inasmuch as one-hall 
($4,075) of the dividends of $94>50 ($10j000 
leas dividend exclusion of $50) Included In 
the gross income of the trust is deemed dis¬ 
tributed to A. the trust Is entitled to a 
dividend received credit with respect to the 
dividends of $4,075 which were not dis- 
Uibuted to any beneficiary during the tax¬ 
able year. 

(3) 1056 ond 1057. Tbo trust had no tax 
liability for the taxable years 1056 and 1057 
atnee all of tu Income was distributed during 
such years. 

(d) AccumulatUm dlsfribufloist. (t) Ac¬ 
cumulation distributions of $ 20,000 and 
$7,050. as defined In section 665 (b). were 
made to B during the years 1056 and 1057, 
respectively, computed as ahown below: 



lose 

1057 

Dlairfboubkt net income of the truat 

at comtiDled tindor aoctkm MX (a>_ 

Lrac IfKotiM curmiUr dlaUdaiUblA 
10 A ... 

mooo 

33000 

$43000 

32.000 

Balanee of Hicoroe^.. 

Olbor amounts dlaUU*ufcd to B. 

33000 

43000 

32.000 
33 5U 

Aecumulatlofi dhtritniUons to B. 

2d 000 

7,0S0 


(2) B is deemed to have received one-half 
of each Item of Income entering Into the 
computation of distributable net Income 
(shown In paragraph (a) ( 1 )) for the yeara 
1056 and 1057. Also, he is entitled to a de¬ 
duction of one-half ($5,000) of the depre¬ 
ciation of the truat for each of the years 1056 
and 1057 In computing his taxable income for 
these years. 

(3) The accumulation dlsUibutton for 
1956 must first be allocated to the preceding 
taxable years as provided in section 606. 
After the application of the provisions of 
sections 665 through 668 (subp^ D) to the 
1056 Bcoumulatlon distribution and to the 
undistributed net incomes of the preceding 
taxable years, a similar allocation must be 
made of the 1057 accumulation distribution. 

(e) Throwback of 1056 acctimulaflon dtj- 
tribution to iUSS. The accumulation dis¬ 
tribution of $20,000 for 1056 must be allo¬ 
cated to the llrst preceding taxable year 1055. 
before allocation is made to the second pre¬ 
ceding taxable year 1054. 

(1) 1055 Undistributed net Income, (1) 
The undlstrlhuted net Income of the trust 
lor 1055. determined as of the close of 1055, 
is $12g85. computed as follows: 

Dlstiibutsble net Income ss com¬ 
puted under section 643 (a) (para¬ 
graph (a) (1))_$40, (KX) 

Less: 

Distributions to A_$20,000 

Taxes Imposed on tho 

trust.. 7,116 

- 27.116 


Undistributed net Income as 
of the close of 1055.. 12.885 

(li) The taxes imposed on the trust of 
$7,116 are that portion of the taxes paid by 
the trust for 1055 which is attributable to 
the uxuiistrihuted portion of distributable 
net income included in the taxable income 
of the trust (the ^balsnoe** in the compu¬ 
tation below) and is determined as follows: 

THucable Income (paragraph (o) (2) 

(D)...$22,375 

Capital gains allocable to 

corpus-$10,006 

Less: 

Capital gain de¬ 
duction.$5,000 

Personal exemp¬ 
tion _ 100 

- 6.100 


Portion of taxable income allocable 
to corpus- 4.000 

Balance- 17 , 475 

Total taxes paid by the trust_ 8,189 

Taxes on income ($4,000) allocable 
to corpus-..^....^..,..^...... 1.074 


Taxes Imposed on the trust 

(section 605 (c)) ...... 7,115 

(111) The amount of $1,074 Is the taxes 
which the trust would have paid for 1055 had 
ail of the distributable net inconm been dis¬ 
tributed during the year. 

(2) dnocafioa 0 / 1056 occMmuistfon dfs- 
iribution to the preceding taxable year 1055. 


The portion of the 1056 accumulation dis¬ 
tribution which is deemed under section 066 
(a) to be distributed to B on the last day of 
1056 (the drat preceding taxable year) is 
$12,885. an amount equal to the undistrib¬ 
uted net income for 1055. An addltlonsl 
amount equal to the taxes Imposed on tbs 
trust ($7,115) Is. under section 660 (b), also 
deemed to be distributed to B on the last 
day of 1055. Thus, a total of $20,000 ($12385 
plus $7,115) is deemed to be distributed to B 
on December 31. 1055. by reason of the al¬ 
location ol the 1056 accumulation distribu¬ 
tion to the drat preceding taxable year. Bee 
paragraph (h) of thu example for the treat¬ 
ment ol the amount ol $20,000 in the hVn<tf 
of B. 

(3) Ch4irorfef 0 / amoutifs deemed distrib* 
uted. Inasmuch as one-half of the 1055 
distributable net income of the trust as de¬ 
termined under section 643 (a) was ourrvntly 
distributable to A and the balance of such 
Income la deemed under section 660 to bt 
distributed to B on December 31. 1055. tbs 
distribution to B is deemed to consist oC 
one-balf of each Item of income entering 
Into the computation of the 1065 disuib- 
ulablt not Income; that Is. dividends of 
$5,000. rents of $7,500. taxable interest of 
$5,000, and tax-exempt Interest of $2,500. 

(4) Credif for taxes paid bp the trust. 
The amount of the taxes for the year 1955 
which may not be refunded or credited ic 
the trust under section 667 and which li 
allowed as a credit against the tax of B for 
1056 under secUon 668 (b) U $7,115. See 
also paragraph (h) (3) of this example. 

(5) Sjg'ect of application of provisions 0 / 
sections 665 through 668 (subpart D) to the 
pear JOSS. After the allocation of the 105$ 
accumulation distribution to the preceding 
taxable year 1055. the undisUlbuted portion 
of the distributable net Income, the undis¬ 
tributed net income, and the taxes Imposed 
on the trust for 1055 are xero. The pOTtlon 
of the 1056 accumulation distribution which 
is unabeorbed by the 1055 undistributed net 
Income is $7,115. determined as follows: 

1056 accumulation distribution 

(paragraph (d) ( 1 >)_... $ 20 . 00 $ 

Less: Amount allocable to 1055..... 12,805 

Balance allocable to second 
preceding taxable year 1954. 7.1 IS 

<f) Throwback of /956 tfccumulafion tfii- 
tribution to 1954. The unabeorbed portion 
of the 1056 aooiunulatlon distribution of 
$7,115 Is allocable to the second preceding 
taxable year 1054 and is treated under see- 
lion 666 as a distribution to D on th# last 
day of such year. 

(I) J954 UndUtrfbuted net tneome. (1) 
The undistributed net tneome of the trust 
for 1954, determined as of the close of 1954. 
Is $14,155, computed as follows: 

Distributable net Income as com¬ 
puted under section 643 (a) (para¬ 
graph (a) (l>)_$ 50,000 

Leas: 

DUtributlons to A_$25.000 

Taxes Imposed on the 

trust_ 10.645 

- 35.645 

Undistributed net Income as 
ol the close of 1054. 14. IS5 

(II) The taxes imposed on the tn«t of 
$10349 Is that portion of the taxes paid by 
the trust for 1054 which is attrlbuubie to 
the undistributed portion of distiibutAhle 
net income Included In the taxable iDComs 
of the trust (the "balance** In the compula¬ 
tion below) and la determined as follows: 

Taxable income (paragraph ( 0 ) (1) 

(i))...$32,375 

Capital gains allocable to 
corpus____ $20,000 


- 44.050 

_17.475 

—. 5,'000 
100 

- 22.675 
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OpplUl giOn de* 
ductloo •••••• $ 10,000 

pmoDjU cxtmp* 
lion 100 

-$10.100 


Portion of txzftbU Income el* 


locable to corpus.$9,000 

Wsnoe ...----- 92,475 

IVHjiI uxee paid by the trust....... 19,451 

Taxes on Income ($9,900) allocable 
to corpus--.......— -- 2,000 

Taxes Imposed on the trust 

(section 005 (c)) 10. S4S 


(ill) The amount of $9,600 is the Uxes 
which the trust would have paid for 1954 
had all of the distributable net income been 
dUtributed during that year. 

(2) AUocation of 19S6 aecumulation diM* 
trtbution to the tecond preceding taxable 
gear t9S4, Since the unabeorbed j^llon of 
the 1950 aceumulstlon dUtrlbuUon of $7,115 
Is Sees than the 1954 undistributed net in- 
eome of $14,155, the trust Is deemed under 
•ectlon 666 (c) to have also dUtributed an 
additional amount ($5,449) equal to a pro 
rau portion ( 7 . 115 /14.105X$10.6S5) of the 
taxes Imposed on the trust for 1954. Thus, 
a total of $19,657 ($7,115 plus $5.4421 U 
deemed to be dUtributed to D on December 
91. 1954, by reason of the throwback of the 
1956 accumulation dlatrtbution. See para* 
iraph (h) of thU example for the treatment 
of the amount of $19,667 in the hands of B. 

( 8 ) Chwnicfer of amounU deemed distrib* 
al#d to B,, The amount of $19,557 which, 
under section 666 , U deemed to be dUtributed 
to B on December 81, 1954, U deemed to be 
composed of the following items of income 
of ihe trust: Dividends. $3,767 (15.000/ 
$0,000 X $19,557); rents, $5,093 (20.000/ 
50,000 X $12,557): taxable Interest. $9,511 
(10.000/50.000X$12.557); and tax-exempt 
interest. $1,956 <6.000/50.000X$19.557). One- 
half of the dividends of $3,767 U oon- 
iMcred as distributed from the dividends 
received by the trust on or before July 31. 
1954, of which $18 (8.767/15.000 X $50) U 
deemed dUtributed from the dividends ex¬ 
cluded under section 116 and the balance as 
distributed from the dividends received after 
July 31, 1054. Thus, of the total of $19,557 
dsfimsd dUtributed to B. $11458 Is conaidereck 
as made from Income included In the gross 
income of the trust and $1489 from nontax- 
able income of the trust. 

(4) Credff for taxes paid bg the trust. The 
amount of the uxes for the year 1954 which 
may not be refunded or credited to the trust 
under section 667 and which U allowed as a 
eredlt against the tax of B for 1966 tinder 
•setlon 868 (b)« because of the allocation of 
ihe 1956 accumulation distribution to 1954. 
b $5398, computed as follows: 

Taxsbla income of the trust as of the 
close of 1954 (paragraph (c) (1)). $32,875 
Amount deemed duuibuted to 
B under section 066 from the tax¬ 
able Income of the trust_11,988 


Taxable Income adjusted as of 
the close of 1956-..«.- 21.087 

on $91,087 (aliemstlve tax).. 8,053 
on Income allocable to corpus 
(subparagraph (1) (ii) of thU 
Paraipaph)___ 2,606 


'Duiee impoeed on the trust 
determined as of the close 

of 1956.. 5.447 

Taxes Impoeed on the trust deter- 
mined ss of the close of 1954.—.. 10.845 
No. 109-15 


Taxes Impoeed on the trust deter¬ 
mined as of the cloee of 1956..... $5.447 


Amount of Uxes allowed as a 
credit to B under section 
668 (b)_— 5.308 

(5) Effect of application of provisions of 
sections 865 through 888 <eubparf D) to the 
gear 1954. (i) The undistributed portion of 
the distributable net Income of the tnxst for 
the year 1954. determined as of the cloee of 
1956, is $19,443, computed as follows: 

Distiibutsble net Income (section 

643 (a))-$50,000 

Lees: 

Amount currently dis¬ 
tributable to A_$95.000 

Amount deemed distrib¬ 
uted to B under section 

666 __- 19.567 

- 87.557 


Undlstrtbutbd portion of dis¬ 
tributable net income ss of 
the close of 1956.— 12,443 

(U) The amount of $19,443 Is deemed to 
consul of dividends of $3,738. renu of $4477. 
taxable Interest of $9,489. and tax-exempt in¬ 
terest of $1,244. determined as follows: 



IMvl- 

domU 

Kents 

In- 

terms 

(UX»> 

Me) 

In. 

larmt 

(«• 

enipt) 

TcUl 

TniRl Incoms --. 


mom 

110.000 

15,000 

>$*0409 

DtetrlUatkaa: 

To A........ 

7.afN> 

10,000 

Aono 

4500 

•95.000 

To 

3,787 

\(m 


1.35« 

•12.557 

Tote)..*.. 

11.387 

14.031 

7. Ml 

3.7M 

37,007 

Bslaace.. 

3. no 

4.W7 

3.410 

1.914 

12.443 


I 8#v parsrmpb U) (!)• 

* b'te panMrrai^i 
9 8e« paragfsiA (0 CS). 


(ill) The undistributed net income of the 
trust for 1954. determined es of the close 
Of 1936. U $6,906, computed as follows: 

Undistributed portion of distribu¬ 
table net Income as of the close 

of 1956__$19. 443 

Lets; Taxes imposed on the trust 
determined ss of tbo close of 1956 
(subparagraph (4) of thU para¬ 
graph) ---- 5.447 


UndUtrlbuted net Income aa 
of ihe close of 1956.—...— 6,900 

(g) Throtcback of 1957 accumulation dis¬ 
tribution. Inasmuch aa all of the Income of 
Ihe trust for the Arst preceding taxable year 
1956 was dUtributed during such year and 
the trust had no undutrlbuted net income 
for the second preceding taxable year 1955 
afur the applicaUon of sections 663 through 
668 (subpart D) to the accumulation distri¬ 
bution maile during 1956, the 1957 accumula¬ 
tion dUtrlbuUon of $7,060 U allocable to the 
third preceding taxable year 1954. See para¬ 
graph (d) ( 1 ) fur ooroputatlon of the 

accumulation distribution. 

(1) AHocatioH of 1957 accumulation distri¬ 
bution to the preceding taxable gear 1954. 
The portion of the 1957 accumulation dis¬ 
tribution which U deemed under section 666 

(а) to be dUtributed to B on tho last day 
of 1954 U $6496, an amount equal to the 
undistributed net income of the trust for 
1964, determined as of the close of 1966. An 
additional amount equal to the taxes im¬ 
posed on the trust ($5,447), determined as 
of tht close of 1956, U under section 666 (b) 
aljO/deemed to be dUtributed to B on the 
last day of 1954. Bee paragraph (f) (4) and 

( б ) of tbU example. Thus, a total of $19,443 
($6496 plus $5,447) U deemed to be dla- 
Ulbuted to B on December 31, 1954, by rea¬ 


son of the allocation of the 1957 accumula¬ 
tion dUtrlbutlon to the taxable year 1954. 
See paragraph (j) of this example for the 
treatment of the amount of $12,443 in the 
hands of fi. 

(9) Character of amounts deemed dis¬ 
tributed, Inasmuch as the bslance of the 
1954 distributable net Income of the trust Is 
deemed under section 066 to be dUtributed 
to B on December 31. 1954. the distribution 
is deemed to consist of dividends of $3,733, 
renU of $4477. taxable Interest of $9,489, 
and tax-exempt Interest of $1,244. See para¬ 
graph (f) (5) (U) of this example. 

(8) Credit for taxes paid by the trust. 
The amount of taxee for the year 1954 which 
may not be refunded or credited to the 
trust under section 667 snd which U al¬ 
lowed as s credit sgainst the tax of B under 
section 066 (b) is $5,447. the amount of 
taxes imposed on the trust determined as of 
the close of 1950. See paragraph (f) (4) of 
thU example. 

(4) Effect of application of provisions of 
sections 665 through 888 (sul^art D) to the 
gear 1954. After the allocation of the 1957 
accumulation distribution to the preceding 
taxable year 1954. the undistributed portion 
of the dUtributable net Income, ihe un¬ 
distributed net income, and the taxee Im¬ 
posed on the trust for 1054 are zero. The 
balance of $54 ($7,950 less $6,996) of the 
1957 accumulation dUtiibution remaining 
after the allocation of ihe accumulation dis¬ 
tribution to the year 1954, may not be 
allocated to the year 1953 since thst year U 
not subject to the provisions of the Internal 
Revenue Code of 1954. 

(b) Determination of B"s tax tiabilitg: 
taxable gear 1956 —(1) Amount of trust in¬ 
come includible In ^oss income, (I) Of the 
amount of $45,000 distributed by the trust to 
B during the taxable yeor 1956, $25,000 Is 
treated as a distribution out of trust Income 
far that year within the meaning of eection 
669 (a) (9). and $20,000 as an accumulation 
distribution within the meaning of section 
666 (b) (tee paragraph (d) of this example). 
However, $12,865 plui taxes of $7,116 is 
deemed distributed to B oo December 31, 
1955. snd $7,115 plus taxes of $5,449 on De¬ 
cember 31, 1954, under section 666 by reason 
of the accumulation disUibutlon made dur¬ 
ing 1958, and these amounts are includible 
in B’s gross Income for 1668 to the extent 
that they would have been includible in his 
gross income under section 669 (a) (9) and 
(b) for 1955 and*1954. respectively, had Uiey 
been dUtributed on the last day of tboee 
years. 

(II) The amotmts distributed to B out of 
trust Income for the year 1966, and the 
amounts deemed dUtributed out of income 
for the preceding taxable years 1655 and 
1954 have ihe following character for the 
purpose of determining the amount in¬ 
cludible in B’a grow income for 1956: 


Year 

Divl- 

dcods 

Rents 

Inter- 
ert (Ux* 
shk-) 

Inter¬ 
est (ex* 
empt) 

Total 

lOM_ 

15,000 

110,000 

f7,am 

ft MO 


ISM- 

Aoro 

7,000 

5.000 

2.000 

*20, am 

laM. 

3,787 

5.023 

ksii 

i.lfd 

•Ik M7 

ToUl. 

131787 

22,533 

15^011 

ASM 

57. M7 


t Per paraerafA (d) (7). 

• See inrocreph (e) (P. 

• Pec prnmeraph W W. 

Thus, B will Include In gross income for 1056 
dividends of 413.767 (subject to the dividend 
exclusion), rents of $29493, and taxable In¬ 
terest of $16,011, and wUl exclude the tax- 
exempt Interest of $6456, 

(9) Computation of tax. (i) For the pur¬ 
pose of computing B's tax liability, it is sa- 
sumed that he was single during the taxable 
years 1954. 1955. and 1956. and that hU 
taxable Income (derived from salary) for each 
of ihe years 1954 and 1955 amounted to 
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PROPOSED RULE MAKING 


$13,400 on which m tax of $4,002 waa paid 
for each year. It la alto aaaumad that hia 
Incoma (other than dlatrlbuUona from the 
tnist) for 1030 waa $10,000 derired from 
aalary. and ha had allowabla daduotUvna of 
$10,000. which Included the deduoUona for 
peraonal exemption and depraclation of 
$5,000 from the truat. 

(11) The computation of the tax for the 
taxable year 105$ actrlba table to the eectlon 
$$$ amounta which are Included In B’a $roM 
Income for auch year, aa provided In I 1.068 
(a)-l (c) (1) (1). ia aa follows: 



(1) 

(t> 


Sertlon 

066 

omminta 

XTchwiad 

8f*CllOB 

660 

osnoonta 

Ittciudcd 

Salary 

|1.\000 

4.960 

10,000 

11X000 

1X717 

2X3X1 

liioonMi from tnul; 

HlvkloiKU (|MexrbMled).^^.M.. 
IlroU. ... 

Tsjuabto Intorm^.. 

7,500 

IXOll 

TfttiU ,,.. 

87,430 

laoQo 

6A25I 

IQlOOO 

J^sm: AJIimabW dcdiictlMas...*... 

Taxablo taooxiie............. 

26,850 

5X651 

TottU Uut. ____ 

Jjsss; UlvkUmd receiwd civdit..r. 

11. »7 
im 

81.QM 

475 

Tot liability. 

11,069 

80.803 

Tax cos Income Ibmi whldi woUao 
406 ajnoanta arv f>xciiulod..»^.». 

ILOOO 



1959 tax attrlbataMo to toe* 
Uon 664 anwvnta. . 


1X514 




No deduction for depredation la allowed to 
B with respect to the portion of the aocumu« 
lation dlatrlbution allocated to the precede 
Ing taxable yeara 1055 and 1054. alnce the 
deduettona for depredation allowed to the 
mist for thoee yeara were taken into oon« 
alderatlon In determining the undlaUibuted 
net Income of the truat for each auch year. 
Only that portion of the dlvldenda received 
by the trust after July 81. 1054. and deemed 
distributed to B under aeoUon 666. on the 
last day of ouch year la Included In compute 
Ing the dividend received credit shown In 
column (2) above. See paragraph <f) (8). 

(ill) The computation of the taxes for the 
preceding taxable years attributable to the 
section 666 amounts which are deemed at¬ 
tributed by the trust on the laat day of 
these years, as provided la 1 1.668 (a)-l (c) 

(1) (11). la aa follows: 



Fricedifta taxabla 
yaan 

FIrtt. 

1965 

Seeorul, 

1954^ 

Ta&al4a Inooina pri«vioi»itj rvportcd 
Section 606 aoMMintt; 

1 >ivhlcn<U gM etcimletl),__ 

ItfuU. . ... 

91X400 

<950 

Xan 

Xooo 

11X400 

X717 

Xna 

X511 

Tu^tila talersoi. 

Taiahia laeonw aa adjaatod.*. 

Total tat.... 

Dlvliltjad rvoolToil erwJll.«..«. 

Ilabn<» of Ux^............... 

Tat 111!hlllty,.,... 

Tai altrlhotaldc to toelleo 006 
anmuau...... 


94.661 

1X747 

im 

9.944 

76 

IXSlfO 

xoua 

X600 

9.816 

X667 


Only that portion ($1J83JI0) of the divi¬ 
dends received by the truat after July 31, 
1054. and deemed distributed under aecUon 
006 on the laat day of that year, is Included 
in computing the dividend received credit of 
$75 for the year 1054. See paragraph (f) (8). 

(Iv) Inasmuch as the aggregate of the 
taxes of $15,383 ($0,516 plus $5307) attribut¬ 
able to the section 666 amounts as deter¬ 
mined for the preceding taxable years is less 
than the tax of $10,514 determined for the 
taxable year 1056, the amount of $15483 


abaU be added to the tax computed for 1056 
without including the eecUoo 666 amounts. 
Thus. B*a tax liability for 1056 la $26,452 
($11,060 plUB $15,383). 

(8) Credits againtt file fox. B la allowed 
under eecUon 668 (b) a credit of $12413 
($5408 for 1054 and 87.115 for 1055) against 
hia 1056 tax UahUity for the taxes paid by 
the truat for the preceding taxable yeara and 
which may not be refunded or credited to the 
truat under aecUon 667. See paragraphs (e) 
(4)and(f) (4). 

(I) (Reserved) 

(j) Taxable year 1057—(1) Amount of 
trust income laciudlbie in gross income, 
(i) Of the amount of $29,560 distributed by 
the truat to B during the taxable year 1056. 
$22400 la treated aa a dlatrlbution out of 
truat Income-for that year within the mean¬ 
ing of section 662 (a) (2). and $7,050 aa an 
accumulation distribution within the mean¬ 
ing of aecUon 665 (b) (see paragraph (d)). 
However. $6,996 plua taxes of $5,442 la deemed 
distributed to B on December 31, 1954. under 
aecUon 666 by reason of the accumulation 
dlatrlbution made during 1957, and that 
amount is inoludihle in B'a gross income for 
1957, to the extent that It would have been 
Includible In hia groea Income under aecUon 
662 (a) (3) and (b) for 1954. had It been 
distributed on the last day of that year. 

(II) The amoxmU deemed distributed to 
B out of truat Income for the year 1957 and 
the preceding taxable year 1954 are deemed 
to have the following character for the pur¬ 
pose of determining the amount iuoludible 
In B'a gross Income for 1957: 


Ymr 

TMvL 

deoda 

RenU 

Intamt 

(tax¬ 

able) 

IntiTMrt 

<rx* 

crnpl) 

Total 

1967. 

ixono 

X733 

97, MO 
X977 

97,500 

xm 

9X300 

L244 

>97X800 

>1X4«S 

1954 

Total. 

X733 

1X477 

XW9 

X744 

3X9U 


»Fee psmfraph (0) (2). 
18cs parsfrspb (g) p). 


Thus. B will Include In grom Income for the 
year 1957 dividends of $8,733 (subject to the 
dividend exclusion), renu of $12,477. and 
taxable Interest of $0,089 and wiU exclude 
the tax-exempt Intereet of $3,744. 

(2) Computation of fex. (1) Fbr the pur- 
poee of computing B*e tax UahUlty for 1957. 
It la BSiUmed that he was single for the 
entire year and had income (other than dla- 
trlbuUona from the trust) of $15400 from 
salary. Also, he had allowable deducUona 
of $8,100. which Included the deductions for 
personal exemption and depredation of 
$5,000 from the truat of 1957. 

(11) The computeUon of the tax for the 
taxable year 1957 attributable to the section 
666 amounta which are included In gross 
income for that year, aa provided in I 1408 
(a)-l (o) (1) (1). la aa foUowa; 



Section 

600 

amounU 

oxchidad 

Section 

666 

amounts 

Included 

Salary...... 

Tniit tncoina: 

inrltlenOa (950 exduilod)_.... 

Renta..... 

Ttuabh tnimatt-......... 

91X000 

XfliO 

7,500 

7.300 

91X000 

xeo 

IX 477 
$960 

Total.... 

Leir Aaowabiladfduetlafau....... 

ax 960 

XlOO 

4X149 

XlOO 

Taxable Inooiao... 

2X550 

3X049 

Total tai-.^....... 

Ltm: Dlvldenda rvoatred ondU... 

I9i 

19.394 

276 

Tax liability..... 

ILOOO 

1X119 

ILOOO 

Tax on loeoma from wbldi wcUob 
606 amounta am axdudid_ 

1807 tax mttrlbutahla to 
•ocUoa OOOaoMMinta....... 


7.0GO 




See explanation following computation ta 
paragraph (h) (2) <U) with respect to tha 
allowance of deducUon for depreciation and 
computation of the dividend received credit 
on dividends received by the trust in 1951 
(Ul) The amount of tax, computed at 1054 
rates, attributable to the aection 666 amounta 
which are deemed to have been ^atrlbuied 
by the truat on the laat day of 1954, la $6.IH4, 
computed aa follows: 

1054 taxable Income aa adjusted 

(paragraph (h) (2) (lU))-$24,651 

Section 666 amounts: 

Dividends ___ 3.733 

Renu..__ 4.971 

Taxable interest - a, 489 


Taxable income as adjusted.. 85.650 

c— 

Total tax- 18.969 

Less: Dividends received credit__ ISO 


Balance of tax_......__ 16.8D 

Tax liability for 1954....... $4,002 

Tax attributable tp 1056 ac- 
rumulaUon distribution 
(paragraph (h) (2) (Ul)). 5.867 

- 9.509 


Tax attributable to the sec¬ 
tion 666 amounu distrib¬ 
uted in 1967.. 6.944 

Only that portion ($3,750) of the dlvldenda 
received by the trust after July 31.1954. and 
deemed distributed under aection 666 on tba 
last day of that year. Is Included In com- 
puung the dividend received credit of 9150. 
See paragraphs (f) (3) and (g) (2). 

(iv) Inasmuch aa the tax $6,944 attribut¬ 
able to the section 666 amounU aa determirved 
for the preceding taxable year 1954 ta ioM 
than the tax of $7,050 attributable to tfaaea 
amounu for the year 1957, the amount of 
$6444 s h a l l be added to the tax oomputed for 
1057 without including in groea Inoome tba 
section 666 amounu. Thus, B*b tax llabUlty 
for 1957 la $18,013 ($11,068 plus $6J944). 

(3) Credit against the tax, B la allowed 
under aection 668 (b) a credit of $5,447 
against hia 1957 tax liability for the bolanoe 
of the taxes paid by the trust for 1954 and 
which may not be refunded or credited to 
the trust under section 667. See paragrspb 
(b) (3) of this example. 

|F. R Doc. 56-4119: Filed, May 24. 1956; 

8:40 a. m.) 


C 26 CFR (1954) Port 1 1 

Incomc Tax: Taxable Ycaes Bscinkinc 

Arrxt DEcncan 31,1953 

GRANTORS AND OTHERS TREATED AS 
8X7BSTAKT1AL OWNERS 

Notice is hereby given, pursuant to 
the Administrative Procedure Act, oP* 
proved June 11. 1046, that the regula* 
tions set forth In tentative form below 
arc proposed to be prescribed by the 
Commissioner of Internal Revenue, with 
the approval of the Secretary of the 
Treasury or his delegate. Prior to the 
final adoption of such regulations, con¬ 
sideration will be given to any data, 
views, or arguments pertaining thereto 
which are submitted in writing, in dupli¬ 
cate, to the Commissioner of Internal 
Revenue. Attention: T: P, Washington 
25. D. C, within the period of thirty day« 
from the date of publication of this 
notice In the Federal Register. T^ 
proposed regulations arc to be tssuea 
under the authority contained in section 
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7805 of the Internal Revenue Code of 
1954 ceSA 8tat 917; 26 U. 8. C. 7805). 

ISCALl RUSSKLL C* HaR»IWCTOW, 
Commissioner of internal Revenue, 

The following regulations for taxable 
years beginning after December 31. 1953. 
and ending after August 16. 1954, are 
hereby prescribed under sections 671 
through 678 of the Internal Revenue 
Code of 1954. 


ouxToea and ormats tucatts as substantial 
owNsas 


Sec. 

i.r7i 


1671*1 

1671-3 

1.671-8 


1671-4 
1673 (s) 


1672(a)-l 
1.672 <b) 


1672 (b)-l 
1672 {€) 


I672 (c)-1 
1673(4) 


1673(d)-l 
1673 (a) 


1 673 (s)-l 


I 673 (b) 


1.673 (b)-l 
1673 (c) 


1673(c)^l 
1 673 (d) 


1673 (d)«l 
*674 (a) 


Statutory proTLBlooa; estat^a 
and trusU; grantors and 
others treated as substanUal 
owners; Income, deductions, 
and credits stUibutable to 
grantors and others ss sub- 
■tamtsl owners. 

Grantors and others treated as 
subctantlal osmers; scope. 

Applicable principles. 

Attribution or inclusion of In* 
come, deductions, and credits 
agalnsttax. 

Meibod of reporting. 

Statutory provisions: estates 
and irttsU: grantors and 
others treated as substantial 
owners; dofinlUon of sdverse 
party. 

DeOnlttoo of adverse party. 

Statutory provisions: estates 
and trusts: grantors and 
others treated as substantial 
owners: definition of nonad* 
verse party. » 

Konadverse party. 

Sututory provisions; estates 
and tntsu; grantors and 
others treated as substantial 
owners; definition of related 
or subordinate party. 

Related or subordinate party. 

Statutory provisions: estates 
and trusts; grantors and 
other treated as subtsantlal 
owners: rule where power la 
subject to condition prece¬ 
dent. 

Rower subject to condition 
precedent. 

Statutory provlslona; estates 
and trusts: grantors and 
others treated ss substanUsI 
owners; reversionary Inter¬ 
ests. 

Reversionary Interests: Income 
payable to beneficiaries other 
than certain charitable or- 
ganljcstlons; general rule. 

Statutory provisions; estates 
and trusts: grantors and 
others treated as substantial 
ovruers; charitable benefici¬ 
aries. 

Inoome payable to charitable 
beneficiaries. 

Statutory provisions: estates 
and trusts; grantors and 
others treated as substantial 
owners; reversionary Interest 
taking effect at death of in¬ 
come beneficiary. 

Reversionary Interest sfter in- 
' come beneficiary's demth. 

Statutory provisions; estates 
and irusta: grantors and 
others treated as substantial 
owners: postponement of date 
specified for reacqulaltlon. 

Postponement of date specified 
for reacqulsitlon. 

Statutory provlalona: estates 
and trusts; grantors and 
others treated as substantial 
owners; power to control 
beneficial enjoyment. 


lSr4 (a)-l 
1 674 (b) 


1.674 (b)-l 
1.674 (c) 


1.674 (C)-l 
1 674 (d) 


1.674 (d)-l 

1 674 (d)*3 

1.675 

1.67S-1 

1.676 (S) 

1.676 (a)-l 
1 676 (b) 


1.676 (b)-l 
1477 (a) 


1.667 (a) -I 
1.677 (b) 


1.677 (b)-l 
1.676 (a) 


1.678 (a)-l 
*1.678 (b) 


Power to control beneficlsT en¬ 
joyment; scope of section 674. 

Statutory provlaloina; estates 
and truau; grantors and 
others treated ss substanUal 
owners; excepUons for certain 
powers to control ben e ficial 
enjoyment. 

Excepted powers exercisable by 
any person. 

Statutory provisions: estates and 
trusts; grantors and others 
trested as substanUal owners; 
exception for certain powers 
.of Indepsndent trustees. 

Excepted powers exercisable only 
by Independent trustees. 

Statutory provisions; estates and 
irusu; grantors and others 
trested as substantial owners; 
povrer to allocate Income if 
limited by a standard. 

Excepted powers exercisable by 
any trustee other than grantor 
or spouse. 

LimltaUona on exceptlone In 
secUon 674 (b). (c), and (d|. 

Statutory provisions; estate 
and trusts; grantors and 
others trested as substantial 
owners; administrative powers. 

Administrative powers. 

Statutory provisions; estates and 
trusts; grantors and others 
treated as substanUal owners; 
power to revoke; general rule. 

Power to revest UUe to portion 
of trust property in grantor; 
genera] rule. 

Statutory provlslona; estates 
and irusu; grantors and 
others trested as substantial 
owners; powe/ to revoke ex¬ 
ercisable only after a period of 
time. 

Powers exercisable only after a 
period of time. 

Statutory provisions; estates 
and trusts; grantors and 
others treated ss substanUal 
owners; Income for benefit of 
grantor; general rule. 

Income for benefit of grantor; 
general rule. 

sututory provisions; estates 
and irusu; grantors and 

others treated as substanUal 
owners; tnisu for support of 
grantor b dependciiU. 

TrusU for support. 

Sututory provisions: esUtes 
and tnisU: grantors and 

others treated as substantial 
owners; person other than 
grantor treated as substanUal 
owner; general rule. 

Person other than grantor 

treated as substantial osmer; 
general rule. 

sututory provisions: esutes 
and trusU; grantors and 

others treated as substanUal 


osmers; exception where 
grantor Is taxable. 

1.678 (b)-l If grantor la treated ss the 
owner. 

1.878 (c) sututory provUlons; esUtes 

and trusU; grantors and 
others treated as substanUal 
osmers; tnisu for supporil 

1.878 (c)-l TrusU for support. 

1878(d) Statutory provtsions; esutes 
and irusu; grantors and 
others treated as subsUntlal 
osmers: effect of renunciation 
or disclaimer. 

1.878 (d)-1 Renunciation of power. 


CRAMTOKS AND OTHXRS TIIEATXO AS 
SUfiSTANTIAL OWNERS 

8 1.671 Statutory provisions; f3faf<r8 
and trujf^; grantors and others treated 
as substantial oteners; income, deduc* 
tions, and credits attributable to grantors 
and others as substantial owners. 

Sir. 671. TViorf income, deduetiont, and 
creditM attributable to grantce$ and others 
os rabsfsnfidi otrncTir. Where It Is specified 
in this subpart that the grantor or another 
person shall be treated as the osmer of any 
porUon of a trust, there s h al l then be In¬ 
cluded in compuUng the taxable Income and 
crediu of the grantor or the other person 
those Items of Income, deductions, and 
eredlu against tax of the trust which are 
attrlbuuble to that portion of the Inut to 
the extent that euch Items would be Uken 
Into account under this chapter in comput¬ 
ing taxable income or credlU against the tax 
of an Individual. Any remalntog porUon of 
the trust shall be subject to subparts A 
through D. No Items of a trust shall be 
Included in computing the taxable Income 
and crediu of Uie grantor or of any other 
person solely on the grounds of hie dominion 
and control over the trust under eectlon 81 
(relating to definition of gross Income) or 
any other provision of this title, except as 
specified in this subpsrt. 

( 1.671-1 Ch^antors and others treated 
as substantial owners; scope, (a) 8ec- 
tloiLH 671-678 (subpart E of subchaptor 
J) contain provisions taxing income of a 
trust to the grantor or another person 
under certain circumstances even though 
he is not treated as a bencHclary under 
sections 641-668 (subparU A through 
D>. Sections 671 and 672 contain gen* 
eral provisions relating to the entire sub¬ 
port. Sections 673-677 define the cir¬ 
cumstances under which income of a 
trust is taxed to a grantor. These cir¬ 
cumstances are in general aa follows; 

(1) If the grantor has retained a re¬ 
versionary Interest In the trust, within 
specified time limits (section 673); 

(2) If the grantor or a nonadverse 
party has certain powers over the bene¬ 
ficial interests under the trust (section 
674); 

(3) If certain administrative powers 
over the trust exist under which the 
grantor can or does benefit (section 675): 

(41 If the grantor has a power to re¬ 
voke the trust (section 676); or 

(5) If the grantor or a nonadverse 
party has the power to distribute corpus 
or Income to or for the benefit of tho 
grantor (sections 676 and 677). 

Under section 678. income of a trust U 
taxed to a person other than the grantor 
to the extent that he haa the sole power 
to vest corpus or Income in himself. 

(b) Sections 671-877 do not apply if 
the income of a trust is taxable to a 
grantor's spouse under section 71 or 682 
(relating respectively to alimony and 
separate maintenance payments, and the 
income of an estate or trust In the case 
of divorce, etc.). 

<c) Except as provided in sections 671- 
678 (subpart £), Income of a trust is not 
Included in computing the taxable in¬ 
come and credits of a grantor or another 
person solely on the grounds of his do¬ 
minion and control over the trust. How¬ 
ever, the provisions of sections 671-478 
do not apply in situations Involving an 
assignment of future income, whether or 
not the assignment is to a trust. Thus. 
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for example, m person who ftssigns hU 
right to future income under an employ¬ 
ment contract may be taxed on that in¬ 
come even though the assignment is to a 
trust over which the assignor has re¬ 
tained none of the controls specified in 
sections 671>677. Similarly, a bond¬ 
holder who assigns his right to interest 
may be taxed on interest payments even 
though the assignment is to an uncon¬ 
trolled trust. Nor are the rules as to 
family partnerships alfected by the pro¬ 
visions of sections 671-678. Likewise, 
these sections have no application in de- 
dermtnlng the right of a grantor to de¬ 
ductions for payments to a trust under 
a transfer and leaseback arrangement. 
In addition, the limitation of the last 
sentence of section 671 does not prevent 
any person from being taxed on the In¬ 
come of a trust when it is used to dis¬ 
charge his legal obligation. See S 1.662 
(a)-4. He is then treated as a bene¬ 
ficiary imder sections 641-668 (subparts 
A through D) or treated as an owner 
under section 677 or 678 because the in¬ 
come is distributed for his benefit, and 
not because of his dominion or control 
over the trust. 

<d) For the eficcUve date of sections 
671-678 (subpart £> see section 683 and 
the regulations thereunder. 

4 1.671-2 Applicable principles, (a) 
Under section 671 a grantor or another 
person Includes in computing his taxable 
income and credits these items of in¬ 
come. deduction, and credit against tax 
which are attributable to or Included in 
any portion of a trust of which he is 
treated as the owner. Sections 673-678 
set forth the rules for determining when 
the grantor or another person is treated 
as the oa'ner of any portion of a trust. 
The rules for determining the items of 
income, deduction, and credit against 
tax that are attributable to or included 
in a portion of the trx&st are set forth in 
4 1.671-3. 

(b) Since the principle underlying 
sections 671-678 (subpart E) is In gen¬ 
eral that income of a trust over which 
the grantor or another person has re¬ 
tained substantial dominion or control 
should be taxed to the grantor or other 
person rather than to the trust which 
receives the Income or to the beneficiary 
to whom the tmst may distribute it. it is 
ordinarily immaterial whether the in¬ 
come involved constitutes income or 
corpus for trust accounting purposes. 
Accordingly, when it is stated in the reg¬ 
ulations under subpart E that •^income** 
is attributed to the grantor or another 
person, the reference, unless specifically 
limited, is to Income determined for tax 
purposes and not to income for trust 
accounting purposes. When it is in¬ 
tended to emphasise that income for 
trust accounting purposes is meant, the 
phrase ^'ordinary Income*’ is used. 

(c> An item of income, deduction, or 
credit included in computing the taxable 
income and credits of a grantor or an¬ 
other person under section 671 is treated 
as if it had been received or paid directly 
by the grantor or other person. For 
example, a charitable contribution made 
by a trust which la attributed to the 
grantor (an individual) under sections 
671-677 will be aggregated with his other 
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charitable contributions to determine 
their deductibility under the limitations 
of section 170 (b) (1). Likewise, divi¬ 
dends received by a trust from sources in 
a particular foreign cotmtry which are 
attributed to a grantor or another person 
under sections 671-678 (subpart E) will 
be aggregated with his other income 
from sources within that country to de¬ 
termine whether the taxpasrer is subject 
to the limitations of section 901 with re¬ 
spect to credit for the tax paid to that 
country. 

(d) Items of Income, deduction, and 
credit not attributed to or included in 
any portion of a trust of which the 
grantor or another person Is treated os 
the owner under sections 671-678 (sub- 
port £) are subject to the provisions of 
sections 641-668 (subparts A through D 
of subchapter J). 

(c> The term ‘“grantor” as used !n the 
regulations under subpart E includes a 
corporation. 

4 1.871-3 Attribution or inclusion of 
income, deductions, and credits against 
tax. (a) When a grantor or another 
person is treated under sections 671-678 
(subpart E) as the owner of any portion 
of a trust, there arc Included in comput¬ 
ing his tax liability those items of in¬ 
come/ deduction, and credit against tax 
attributable to or included in that por¬ 
tion. For .example— 

(1) If a grantor or another person is 
treated as the owner of an entire trust 
(corpus as well as income). he takes into 
account in computing his current tax 
liability all items of income, deduction, 
and credit (including capital gains and 
losses) to which he would have been 
entitled had the trust not been In exist¬ 
ence during the period he Is treated as 
owner. 

(2) If the portion treated as owned 
consists of specific trust property and 
its income, all items directly related to 
that property are attributable to the 
portion. Items directly related to trxist 
property not included in the portion 
treated as owned by the grantor or other 
person arc governed by the provisions 
of sections 641-668 (subparts A through 
D). Items that relate both to the por¬ 
tion treated as owned by the grantor and 
to the balance of the trust must be ap¬ 
portioned in a manner Uiat Is reasonable 
in the light of all the circumstances of 
each case, including the terms of the 
governing instrument, local law. and the 
practice of the tnistee if it Is reasonable 
and consistent. 

(3) If the portion of a trust treated 
as owned by a grantor or another person 
consists of an undivided fractional in¬ 
terest In the trust, or of an Interest 
represented by a dollar amount, a pro 
rata share of each item of income, de¬ 
duction. and credit is normally allocated 
to the portion. The share not treated 
as owned by the grantor or other person 
is governed by tlic provisions of sections 
641-668 (subparts A through D). 

(4) If a grantor or another person is 
treated as Uie owner of a portion of a 
trust, that‘portion may or may not 
include both ordinary income and 
other income allocable to corpus. For 
example^ 


G) Only ordinary income is Included 
by reason of an interest in or a power 
over ordinary income alone. Thus, if 
a grantor is treated under section 673 
as an owner by reason of a reversion 
interest in ordinary Income only, items 
of Income, deduction, and credit alio* 
cable to corpus (determined as provided 
In paragraph (b> of this section) will not 
be inclined in the portion he is treated 
as owning. Similarly, if a grantor or 
another person is treated under sections 
674-678 as an owner of a portion ^ rea¬ 
son of a power over ordinary Income 
only.-items of income, deduction, and 
credit allocable to corpus are not in¬ 
cluded in that portion. 

(11) Only Income allocable to corpoi 
Is included by reason of an interest in 
or a power over corpus alone, if satis¬ 
faction of the interest or an exercise of 
the power will not result In an interest 
in or the exercise of a power over ordi¬ 
nary income which would itself causa 
that Income to be included. For exam¬ 
ple, if a grantor has a reversionary in¬ 
terest in a trust which is not such as to 
reqiUre that he be treated as an owner 
under section 673, he may nevertheless 
be treated as an owner under section 
677 (a) (2) since any income allocable to 
corpus is accumulated for future distri¬ 
bution to him. but items of Income, de¬ 
duction. and credit Included in deter¬ 
mining ordinary income are not included 
in the portion he is treated as owning. 
Bimilarly, ho may have a power over 
corpus which is such tliat he is treated 
as an owner under section 674 or 676 
(a), but ordinary income will not be 
included in the portion he owns. If his 
power can only a/Tect income received 
after a period of time such that he 
would ncit be treated as an owner of 
the Income if the power were a rever¬ 
sionary Interest. 

(ill) Both ordinary Income and other 
income allocable to corpus are included 
by reason of an interest in or a power 
over both ordinary Income and corpus, or 
an Interest in or a power over corpus 
alone which docs not come within the 
provisions of the preceding paragraph. 
For example, if a grantor is treated under 
section 673 as the owner of a portion of 
a trust by reason of a reversionary in¬ 
terest in corpus, both ordinary income 
and other income allocable to corpus sre 
included In the portion. Further, s 
grantor includes boUi ordinary income 
and other income allocable to corpus in 
the portion he is treated as owning if he 
is treated under section 674 or 676 as on 
owner because of a power over corpus 
which can affect income received within 
a period such that he would be treated 
as an owner under section 673 if the 
power were a reversionary Interest. Sim¬ 
ilarly. a grantor or another person in¬ 
cludes both ordinary income and other 
income allocable to corpus In the portion 
he Is treated as owning if ho Is treated as 
an owner under section 675 or 678 be¬ 
cause of a power over con)us. 

(b) If only income allocable to corpus 
Is included in computing the grantor's 
tax liability, he will take into account in 
that computation only those items of in¬ 
come. deduction, and credit which wouW 
not be included under sections 641-668 
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(lubports A through D) In the computa- 
tlon of the tax liability of the current in¬ 
come beneficiaries If all distributable net 
tocome had actually been distributed to 
those beneficiaries. On the other hand, 
if the arantor or another person is 
treated as an owner solely because of his 
power over or right to ordinary Income, 
he will take Into account in computing 
his tax liability those items which would 
be included in computing the tax liability 
of a current income beneficiary, includ¬ 
ing expenses allocable to corpus which 
cater into the computation of distrib¬ 
utable net Incmne. If the grantor is 
treated as an owner because of his power 
over or rights to a dollar amount of ordi¬ 
nary income, he will first take into ac¬ 
count a portion of those items of income 
and expense entering into the computa¬ 
tion of ordinary income under the trust 
instrument or local law sulSclent to pro¬ 
duce income of the dollar amoimt re¬ 
quired. There will then be attributable 
to him a pro rata portion of other items 
entering into the computation of dis¬ 
tributable net Income under sections 6tl- 
€58 •'•ubparts A through D). such as ex¬ 
pends allocable to corpus, and pro rata 
|X>rtion of credits of the trust. For 
examples of computation under this 
paragraph see 8 1.677 (a)-l Cg). 

11,671-4 Method of reporting, 
Iteais of income, deduction, and credit 
attributable to any portion of a trust 
which^ under the provisions of sections 
671-678 (subpart E) are treated as 
owned by the grantor or another person 
dumid not be reported by the trust on 
Form 1041. but should be shown on a 
separate statement to be attached to 
that form. 

1 1.672 (a) Statutory provisions: es- 
ttttes and trusts: grantors and others 
treated as substantial owners; definition 
0/ adverse party, 

&C, 672. Definitions and rules —(a) Ad- 
Wfte party. For purpooet of UiU aubpart. 
jhs term ''Adverse party" means any person 
UTtng a substantial beneficial Interest In 
trust which would be adversely affected 
by the exercise or noncxcrclse ol the power 
yblch he possesses respecting the trust. A 
pcnoti having a genoral power of a|>polnt- 
*>tnt over the trust property shall be 
Pawned to have a beneficial interest In the 
iruiu 

11.672 (a)-l Definition of adverse 
Forfy. Under section 672 (a) an adverse 
Porty la defined as any person having a 
fubstootlal beneficial interest in a trust 
which would be adversely affected by the 
pwise or nonexercise of a power which 
^ possesses respecting the trust. A 
Person having a general power of ap- 
^Int ment over the trust property is 
®^cd to have a beneficial interest in 
^ trust. A trustee is not an adverse 
P®rty merely because of his Interest as 
Jfiwtce. Ordinarily, a beneficiary will 
^ an adverse party, but if his right to 
wiare in the Income or corpus of a trust 
• limited to only a part, he may be an 
wtrse party only as to that part. Thus. 
“ A. B, c. and D arc equal income bene- 
Hciaries of-a trust and the grantor can 
with A*s consent, the grantor is 
^^ted as the owner of a portion which 
^presents three-fourths of the trust; 
^ Items of income, deduction, and 


credit attributable to that portion are 
included in determining the tax of the 
grantor. A person may have a substan¬ 
tial beneficial interest in a trust which 
would be adversely affected by the exer¬ 
cise or nonexercise of one type of power 
that he possesses but which would not 
be adversely affected by the exercise or 
nonexercise of another type of power. 
Accordingly, he may be an adverse party 
as to one power and nonadverse as to 
another. For example, if a grantor 
creates a trust which provides for income 
to be distributed equally to three bene¬ 
ficiaries, for 10 years and then for tlio 
corpus to go to X. a power exercisable 
by X to revest corpus in the grantor is a 
power exercisable by an adverse party; 
however, a power exercisable by X to 
distribute part or all of the ordinary 
income to the grantor may be a power 
exercisable by a nonadverse party (which 
would cause the ordinary income to be 
taxed to the grantor). 

8 L672 (b) Statutory provisions: es- 
tates and trusts; grantors and others 
treated as substantial owners; definition 
of nonadverse party, 

8ec. 672. Definitions and rules. • • • 

(b) Sonadoerse party. For purpoaea of 
this tubpart, tho term "aonadverae party" 
means any person wbo Is not an adverse 
party. 

8 1.672 (b)-l Nonadverse party, A 
^nonadverse party'* is any person who is 
not an adverse party. 

8 1.672 (c) Statutory provisions es¬ 
tates and trusts; grantors and others 
treated as substantial owners: definition 
of related or subordinate party. 

Sac. 672. Definitions and rules. • • • 

(c) Related or subordinate party. For 
purpoaee of thU fiibpart, the term ^'related 
or subordinate party" means any nonadverae 
party wbo la— 

(1) The grantor's spoiise if living with the 
grantor; 

(2) Any one of the following: The grant- 
or'a father, mother. Issue, brother or alster; 
an employee of the grantor; a corporation or 
any employee of a corporation In which the 
stock hokUngs of the grantor and the trust 
are significant from the viewpoint of voting 
control; a subordinate employee of a cor¬ 
poration In which the grantor is an executive. 

For purposes of sections 674 and 675. a 
related or subordlante party shall be pre¬ 
sumed to be subservient to the grantor In 
respect of the exercise or nonexerclse of the 
powers conferred on him unle« such party. 
Is shovm not to be subservient by a pre¬ 
ponderance of the evidence. 

8 1.673 (c)-l Related or subordinate 
party. Section 672 (c) defines the term 
"related or subordinate party.*' The 
term, as used in sections 671-^77. means 
any nonadverse party who is the grant¬ 
or's spouse if living with the grantor; 
the grantor's father, mother, issue, 
brother or sister; an employee of the 
grantor; a corporation or any employee 
of a corporation in which the stock hold¬ 
ings of the grantor and the trust are 
significant from the viewpoint of voting 
control; or a subordinate employee of a 
corporation In which the grantor is an 
executive. For punxkses of sections 674 
(c> and 675 (3). these persons are pre¬ 
sumed to be subservient to the grantor 
In respect of the exercise or noncxcrclse 
of the powers conferred on them unless 
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shown not to be subservient by a pre* 
ponderance of the evidence. 

8 1.672 <d) Statutory provisions: es¬ 
tates and trusts; grantors and others 
treated as substantial owners; rule 
where power is subfeet to condition 
precedent. 

Bsc. 672. Definitions and rules. • • • 

(d) Rule where power is subfect to con¬ 
dition precedent. A peraon ahall be conald- 
ered to have a power described In thia 
subpart even though the exerclaa of the 
powvir la aubjcct to a precedent giving of 
notice or takea effect only on the expiration 
of a certain period after the exercise of the 
power. 

8 1.672 (d)-l Potoer subfect to condi¬ 
tion precedent. Section 672 Cd) pro¬ 
vides that a person is considered ^to have 
a power described in sections 671-676 
even though the exercise of the power is 
subject to a precedent giving of notice 
or tak e s effect only after the expiration 
of a certain period of time. However, 
although a person may be considered 
to have such a power, the grantor will 
nevertheless not be treated as an owner 
by reason of the power if its exercise can 
only affect beneficial enjoyment of in¬ 
come received after the expiration of a 
period of time such that, if the power 
were a reversionary interest, he would 
not be treated as an owner under sec- 
Uon 673. 8ee sections 674 (b) (3). 676 
(b), and the last sentence of section 677 
(a). Thus, for example, if a grantor 
creates a trust for the benefit of his son 
and retains a power to revoke which 
takes effect only after the expiration of 2 
years from the dale of exercise, he is 
treated as an owner from the inception 
of the trust. However, if the grantor 
retains a power to revoke, exercisable at 
any time, which can only affect the bene¬ 
ficial enjoyment of the ordinary income 
of a trust received after the expiration 
of 10 years commencing with the date of 
the transfer in trust, or after the death 
of the income beneficiary. Uie power does 
not cause him to be treated as an owner 
with respect to ordinary income during 
the first 10 years of the trust or during 
the Income beneficiary's life, as the case 
may be. See section 676 (b). 

8 1.673 (a) Statutory provisions; 

estates and trusts; grantors and others 
treated as substantial owners; reversion¬ 
ary interests. 

Sue. 673. Repersionary interests —(a) Gen¬ 
eral rule. The grantor ahall be treateU as 
the owner of any portion of a trust In which 
he has a reveraionary Interest In either the 
corpus or the Income therefrom If, aa of the 
Inception of that portion of the trust, the 
interest will or msy reasonably bq expected 
to tajee effect in poeaesalon or enjoyment 
within 10 years oommenclng with the date 
of the transfer of that portion of the iruiit. 

8 1.673 (a)-l Reversionary interests; 
income payable to beneficiaries other 
than certain charitable organualions; 
general rule, (a) Under section 673 (a). 
a grantor, in general, is treated as the 
owTier of any portion of a trust in which 
he has a reversionary interest in either 
the corpus or Income if. as of the incep¬ 
tion of that portion of the trust, the 
grantor's interest will or may reasonably 
be expected to take effect in possession 
or enjoyment within 10 years commenc- 
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. Ing with the date of transfer of that por« 
Uon of the trust However, the foUowlnsr 
types of reversionary Interests are ex¬ 
cepted from the general rule of the pre¬ 
ceding sentence: 

(l> A reversionary Interest after the 
death of the Income bcncflclary of a 
trust (see paragraph (b) below); and 

(2) A reversionary interest in a chari¬ 
table trust meeting the reaulrements of 
secUon 673 (b> (see i 1.673 (b)-l). 

BTven though the duration of the trust 
may be such that the grantor is not 
treated as owner under section 673, and 
therefore is not taxed on the ordinary 
income, he may nevertheless be treated 
as an owner under section 677 (a) (2) if 
he has a reversionary interest in the 
corpus. , In the latter case, items of in¬ 
come. deduction, and credit allocable to 
corpus, such as capital gains and losses, 
will be included In the portion he owns. 
See S 1.671-3 and the regulations under 
section 677. 

(b> The grantor is not treated as the 
owner of any portion of a trust by rea¬ 
son of section 673 if his reversionary in¬ 
terest in the portion is not to take effect 
In possession or enj 03 rment until the 
death of the person or persons to whom 
the income of the portion Is payable, re¬ 
gardless of the life expectancies of the 
income beneffclaries. If his reversionary 
interest is to take effect on or after the 
death of an income beneficiary or upon 
the expiration of a specific term of years, 
whichever is earlier, the grantor is 
treated as the owner if the specific term 
of years is less than 10 years (but not if 
the term is 10 years or longer). 

(c> Where the grantor's reversionary 
Interest In a portion of a trust is to take 
effect in pKxssossion or enjoyment by rea¬ 
son of some event other than the expi¬ 
ration of a specific term of years or the 
death of the Income beneficiary, the 
grantor is treated as the earner of the 
portion if the event may reasonably be 
expected to occur within 10 years from 
the date of transfer of that portion, but 
he is not treated as the owner under sec¬ 
tion 673 if the event may not reasonably 
be expected to occur within 10 years from 
that date. Fbr example, if the rever¬ 
sionary Interest in any portion of a trust 
is to take effect on or after the death of 
the grantor (or any person other than 
the person to whom the income is pay¬ 
able) the grantor is treated under section 
673 as the owner of the portion If the 
life expectancy of the grantor (or other 
person) is less than 10 years on the date 
of transfer of the portion, but not if the 
life expectancy Is 10 years or longer. If 
the reversionary Interest in any portion 
is to take effect on or after the death 
of the grantor (or any person other than 
the person to whom the Income is pay¬ 
able) or upon the expiration of a specific 
term of years, whichever is earlier, the 
grantor is treated as the owner of the 
portion if on the date of transfer of the 
portion either the life expectancy of the 
grantor (or other person) or the specific 
term Is less than 10 years; however, if 
both the life expectancy and the specific 
term are 10 years or longer the grantor 
is not treated as the owner of the por¬ 
tion under section 673. Similarly, if the 
grantor has a reversionary interest In 
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any portion which will take effect at the 
death of the Income beneficiary or the 
grantor, w hichever Is earlier, the grantor 
is not treated as an owner of the portion 
unless his life expectancy is less than 
10 years. 

(d) It is immaterial that a reversion¬ 
ary Interest in corpus or income is sub¬ 
ject to a contingency if the reversionary 
interest may. taking the contingency 
into consideration, reasonably be ex¬ 
pected to take effect in possession or 
enjoyment within 10 years. For exam¬ 
ple. the grantor is taxable where the 
trust income is to be paid to the grantor's 
son for 3 years, and the corpus is then 
to be returned to the grantor if he sur¬ 
vives that period, or to be paid to the 
grantor's son if he is already deceased. 

(e) See section 671 and §$ 1.671-2 and 
1.671-3 for rules for treatment of items 
of income, deduction, and credit when 
a person is treated as the owner of all 
or only a portion of a trust. 

S 1.673 (b) Statutory provisions: m- 
tates and trusts: grantors and others 
treated as substantial owners; charitable 
beneficiaries. 

Sec. 67S. Revertionary Interests, • • • 

(b) Bxception where income is payable 
to charitable beneficiaries, 8ub«ectloo (a) 
ahaU not apply to the extent that the income 
of a portion of a tnmt In which the grantor 
haa a reversionary interest is. under the 
terms of the trust. Irrevocably payable for a 
period of at least 2 years (commencing with 
the date of the transfer) to a designated 
beneficiary, which beneficiary Is of a type 
deecribed in aection 170 (b) (1) (A) (1), 
(U).or (iU). 

1 1.673 (b)-l Income payable to 
charitable beneficiaries, (a) Pursuant 
to section 673 (b) a grantor Is not treated 
as an owner of any portion of a trust 
under section 673. even though he has 
a reversionary interest which will take 
effect within 10 years, to the extent that, 
under the terms of the trust, the income 
of the portion is irrevocably payable for 
a period of at least 2 years (commencing 
with the date of the transfer) to a desig¬ 
nated beneficiary of the type described in 
section 170 (b) (1) (A) (i>. (U).or (iU); 
that is. to a church or a convention or 
association of churches, or to certain 
educational organizations or hospitals. 
For definition of these terms see the reg¬ 
ulations under section 170. 

<b) The income must be irrevocably 
payable to a single designated beneficiary 
for at least 2 years commencing with the 
date of the transfer before the benefit of 
section 673 (b) will apply. Thus, section 
673 (b> will not apply if Income of a trust 
is irrevocably payable to University A 
for 1 year and then to University B for 
the next year; or If income of a trust may 
be allocated among two or more charita¬ 
ble beneficiaries in the discretion of the 
trustee or any other person. 

(c> Section 673 (b) applies to the pe¬ 
riod of 2 years or longer during which 
income is paid to a designated beneficiary 
of the type described in section 170 (b) 
(1) <A) (i). (li). or (111), even though 
the trust term is to extend beyond that 
period. However, the other provisions 
of section 673 apply to the p^ of the 
trust term, if any. that extends beyond 
that period. This paragraph may be il¬ 
lustrated by the following example: 


Example, O tranafen property In tniat 
with the ordinary income payable to UnP 
veraity O (which qualifiee under aeeUon 170 
(A) (1) (A) (11)) for a years, and then to 
hU son. B. for S years. At the expiration of 
the term the trust reverts to O. O is not 
taxed under section 073 on the trust Incocos 
payable to UnlveniUy C for the first 8 yesn 
because of the application of section (TTS (b). 
However, he Is taxed on income for the neil 
5 years because he has a reversionary Interest 
which Will take effect within 10 years com* 
menclng with the date of the transfer. Oa 
the other hand. If the income were paysblt 
to University O for 3 years and then to B for 
7 years so that the trust corpus would not 
be returned to O within 10 years. O would 
not be taxable under section 073 on iDooms 
payable to University O and to B during any 
part of the term. 

S 1.673 (c) Statutory provision t; eu 
tates and trusts: grantors and others 
treated as substantial owners: reversion* 
ary interest taking effect at death of in¬ 
come beneficiary. 

8x0. 673. Reversionary interests, • • • 

(c) Reversionary interest takiny efieei at 
death of income beneficiary. The grantor 
ahall not be treated under eobseotlon (a) M 
the owner of any ]x>rtlon of a trust where bis 
reversionary Interest in such portion Is not te 
take effect In possession or enjoyment until 
the death of the person or persons to whom 
the income therefrom Is payable. 

i 1.673 (c)-l Reversionary interest 
after income beneficiary's death. The 
subject matter of section 673 (c) is cov¬ 
ered in§ 1.673 (a)-l <b). 

i 1.673 (d) Statutory provisions: ef- 
tates and trusts: grantors and other$ 
treated as substantial owners: postpone* 
ment of date specified for reacquisUion^ 

Sic. 673. Reversionary interests, • • • 

(d) Foatponement of date specified for re- 
acquisition. Any poetponement of the date 
specUled for the reacqulsitlon of posseeaioa 
or enjoyment of the reversionary intertsi 
shall be treated as a new transfer in trust 
commencing with the date on which the 
postponement U effected and terminallAf 
with the date prescribed by the postpone¬ 
ment. However, Income for any period shiU 
not be Included In the Income of the grantor 
by reason of the preceding sentence If 
Income would not be so includible In tbr 
absence of such postponement. 

f 1.673 (d)-l Postponement of date 
specified for reacquisition. Any post¬ 
ponement of the date specified for the re- 
acquisiUon of possession or enjoyment 
of any reversionary Interest is considered 
a new transfer In trust commencing with 
the date on which the postponement is 
effected and terminating with the dst« 
prescribed by the postponement. How¬ 
ever, the grantor will not be treated as 
tlic owner of any portion of a trust for 
any taxable year by reason of the fore¬ 
going sentence if he would not be so 
treated In the absence of any postpone- 
ment. The rules contained In this sec¬ 
tion may be illustrated by the folowing 
example; 

example. O placet property In truat for 
the benefit of hU eon B. Upon the expira¬ 
tion of 12 years or the earlier death of B 
the property is to be paid over to O or 
his estate. After the expiration of 9 ye*ri 
O extends the term of the trust for an 
additional 2 yean. O la coaaidered to have 
made a new transfer In trust for a unn 
of 5 yean (the remaining 3 yean of the 
original transfer plus the 2-year extension)- 
However, he la not treated as the owner 
of the trust under section 673 for the flr»t 
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} jwn of the new term because he would 
sot be so treated IX the term of the truai 
)ttd DOt been extended. O la treated na 
tb< owner of the iruat. however, for the 
lamaiAtng 2 yeanu 

} 1.674 <a) Statutory provisions: <rs- 
laltB and trusts: grantors and others 
trtaUd as substantial oumers; power to 
control beneficial enjoyment. 

etc C74. Po%rrr to control bcne/lcfaf en- 
pymrnt — (a) General rule. The grantor 
diaU be treated aa the owner of any portion 
of a tnift In respect of which the beneficial 
rnlormcnt of the corpua or the income 
Ibtrefropi la mbject to a power of dlapoel- 
tloo. exrrclaable by the gmntor or a non* 
•tfrerM party, or both, without the ap* 
proTxl or content of any adverse party. 

11.674 <a)-l Power to control bene^ 
fUM enjoyment: scope of section $74. 
(a) Under section 674, the grantor is 
treated as the owner of a portion of a 
trust Lf the grantor or a nonadverse 
party has a power, beyond spedfled Um* 
iU. to dispel of Uie beneficial enjoy¬ 
ment of the income or corpus. wheUicr 
the power is a fiduciary power, a power 
of appointment, or any other power. 
dMUon 674 <a) states in general terms 
that the grantor is treated as the owner 
In every case in which he or a nonad- 
verse party can affect the beneficial 
enjoyment of a portion of a trust, the 
Umltations being set forth as exceptions 
to subsections <b), fc), and (d) of sec¬ 
tion 674. These exceptions arc discussed 
indetoU in 4| 1.674 <b)-l through 1.674 
cd)-2. Section 674 (b) describes powers 
xhlch are excepted regardless of who 
bolds them. Section 674 <c) describes 
additional powers of trustees which are 
mepted if at least half the trustees are 
independent, and If the grantor is not 
t tni&tee. Section 674 <d> descril^ a 
further power which is excepted if it 
i8 held by trustees other than the grantor 
or his Fpouse (if living wiUi the grantor). 

<b> In general terms the grantor is 
b^ted as the owner of a portion of a 
tmt If he or a nonadverse party or both 
has a power to dispose of the beneficial 
fflo3>Tnent of the corpus or income un- 
the power Is one of the following: 

(1> Miscellaneous powers over either 
Ordinary Income or corpus. (1) A power 
ttat can only affect the beneficial cn- 
of income (including capital 
Was) received after a period of time 
that the grantor would not be 
ijnied as an owner under section 673 if 
wc power urerc a reversionary interest 
<weUon 674 (b) (2>): 

A testamentary power held by 
•^ne (other than a testamentary 
Wjwer held by the grantor over accumu- 
“ted Income) (section 674 (b) (3)): 

fill) A power to choose between chari- 
whlt beneficiaries or to affect the man- 
^ of their enjoyment of a beneficial 
wt«rest (section 674 (b) (4>); 

A power to allocate receipts and 
fl^bursements between Income and 
corptix isecUon 674 <b> (8)). 

Powers of distribution primarily 
^occting^nlv one beneficiary. (1) A 
to distribute corpus to or for a 
Income beneficiary, if the dis- 
wjbution must be cliarged against the 
of corpus from which the bene- 
may receive income (section 674 
*'» <5) IB)): 


(U) A power to distribute income to 
or for a current income beneficiary or to 
accumulate it either (a) if accumulated 
income must either be payable to the 
beneficiary from whom it was withheld 
or as described in 1 1.674 (b)*l <b> (6) 
section 674 (b) (6)>; (b) if the power 
Is to apply income to the support of a 
dependent of the grantor, and Uie in¬ 
come is not so applied (section 674 (b) 
(l>); or (c) if the beneficiary Is under 
21 or under a legal disability and ac- 
ciunulated income is added to corpus 
(section 674 <b) (7)). 

(3) Powers of distribution affecting 
more than one beneficiary. A power to 
distribute corpus or income to or among 
one or more beneficiaries or to accumu¬ 
late income, either (i) if the power is 
held by a trustee or trustees other than 
the grantor, at least half of whom are 
independent (section 674 (c)). or (li) 
if the power is limited by a reasonably 
definite standard in the trust instniment, 
and In the case of a power over income, 
if In addition the power is held by a 
trustee or trustees other Uian the gran¬ 
tor and the grantor's spouse living with 
the grantor (sections 674 <b) (5) (A) 
and 674 <d)). (These powers include 
both powers to **sprlnlcle'* income or 
corpus among current beneficiaries, and 
powers to shift Income or corpus be¬ 
tween current beneficiaries and remain¬ 
dermen: however, certain of the powers 
described under subparagraph (2) of 
this section can have the latter eifect 
Incidentally.) 

<c) Sec section 671 and ii 1.071-2 and 
1.671-3 for rules for the treatment of 
income, deductions, and credits when a 
person is treated as the owner of all 
or only a portion of a trust. 

$ 1.674 <b) Statutory provisions: 

estates and trusts: grantors and others 
treated as substantial owners; esccep^ 
Hons for certain potoers to control benc- 
ficial enjoyment 

See. 674. Potter to control beneficial en- 
foyment. • • • 

(b) Sreeptions for eertain powen. Sub¬ 
section (a) shall not apply to the following 
powers regardless oX by whom held: 

(1) Pohoer to apply income to support of 
a ifepetufenf. A power described In section 
677 (b) to the extent that the grantor would 
not bo lubject to tax under that section. 

(2) Penoer affeeting beneficial cftfoyment 
only after expiration of 10-year period. A 
power, the exercise oX which can xmly affect 
the beneficta! enjoyment of the income Xor a 
period commencing after the expiration of a 
period such that a grantor would not be 
treated as the owner under section 673 IX the 
power were a reversionary Interest: but the 
grantor may be treated aa the owner after the 
expiration of the period unless the power Is 
relinquished. 

(3) Power extreisable only by will. Apoarer 
exercisable only by will, other than a power 
In the grantor to appoint by will the Income 
of the trust where the Income is accumu¬ 
lated for such disposition by the grantor or 
may bo so accumulated In the discretion of 
the grantor or a nonadvene party, or both, 
without the approval or oonsent of any ad¬ 
verse party. 

(4) Power to allocate among eharitable 
beneficiaries. A power to determine the bene¬ 
ficial enjoyment of the corpus or the tneocne 
therefrom If the corpus or Income Is Irrevo¬ 
cably payable for a purpoee specified In aee- 
tlon 170 (c) (relating to definition of 
charitable oontrtbutlons). 
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<5) Poieer to distribute corpus. A power to 
distribute corpus either— 

(A) TO or for a beneflclary or benefleartes 
or to or for a class of beneficiaries (whether 
or not Income beneficiaries) provided that 
tht power Is limited by a reasonably definite 
standard which Is set forth in the trust in¬ 
strument; or 

(B) To or for any ctirrent income bene¬ 
ficiary. provided that the dlatrlbutlon of 
corpua must be chargeable against the pro- 
pof^onate share of corpus held In tnut for 
the payment of Income to the beneficiary as 
If the corpus constituted a separate trust. 

A power does not fall within the powers 
defcribcd In this paragraph if any person has 
a power to add to the beneflclary or bene¬ 
ficiaries or to s class of beneficiaries desig¬ 
nated to receive the Income or corpus, except 
where such action Is to provide for after-bom 
or after-adopted children. 

(fl) Power to icif Ahold income temporarily, 
A power to distribute or apply income to or 
for any current income beneflclary or to sc- 
cumulate the income for him. provided that 
any accumulated Income must ultimately 
be pa 3 rable— 

(A) Tb the beneflclary from whom dis¬ 
tribution or application U wlthbekl. to 
his estate, or to hla appointees (or persons 
named as alternate takers In default of ap¬ 
pointment) provided that such beneflclary 
j y)s ie ss e s a i>ower of appointment which does 
not exclude from the clasi of possible s|>- 
pointees any person other than the bene¬ 
flclary. hts estate, hla creditors, or the 
credltom of his estate, or 

(B) On termination of the trust, or In 
conjunction with a distribution of corpus 
which Is augmented by such accumulated 
Income, to the current Income bctieflclanee 
in shares which have been Irrevocably speci¬ 
fied in the trust Instrument, 

Accumulsted income shall be considered so 
payable although it la provided that If any 
benefldxury does not survive a d.*ite of dis¬ 
tribution which could reasonably have been 
expected to occur within the beneficiary's 
Ufotlme. the share of the deceased beneflclary 
la to be paid to his appointees or to one or 
more dcslgnatl^d sltemate takers (other than 
the grantor or the grantor’s estate) whose 
shares have been Irrevocably specified. A 
power docs not fall within the powers de¬ 
scribed in this paragraph If any person has 
a power to add to the beneflclary or bene- 
flctarles or to a clasa of beneflclaries destg- 
natod to receive the income or corpus except 
where such action la to provide for after- 
born or after-adopted children. 

(7) Power to withhold income during dlt- 
ability of a beneficiary, A power exercisable 
only during— 

(A) The existence of a legal disability of 
any current Income beneflclary. or 

(B) The period during which any income 
beneficiary shall be under the age of 21 years, 

to distribute or apply Income to or for such 
beneflclary or to socuroulste and add the tn- 
oome to corpus. A power does not fsll within 
the powers described In this paragraph If any 
peraon has a power to add to the beneflclary 
or beneficiaries or to s class of beneficiaries 
designated to receive the Income or corpus, 
except where such action Is to provide for 
after-bom or after-adopted children. 

(8) Potcer to allocate between corpus and 
income. A power to allocate receipts and 
disbursements as between eorpua and In¬ 
come. even though expressed in broad lan¬ 
guage. 

{ 1.674 (b)-l Excepted powers cxdr- 
cisable by any person, (a) Subpara¬ 
graphs (1) through (8) of paragraph (b) 
of tills section set forth a number of 
powers which may be exercisable by any 
person without causing the grantor to be 
treated as an owner of a trust under 
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section 674 (a). Further, with the ex¬ 
ception of powers describe In subpara¬ 
graph (I) of paragraph (b> of this 
section, it is inunaterlal whether these 
powers are held in the capacity of tnistee. 
It makes no difference under section 674 
Cb) that the person holding the power is 
the grantor, or a related or subordinate 
party (with the qualifications noted in 
subparagraphs (1) and (3) of paragraph 
(b) of this section). 

<b) The exceptions referred to in par¬ 
agraph (a) of this section are as follows: 

<1) Powers to apply income to support 
of a dependent. Section 674 (b> (1) pro¬ 
vides. in effect, that regardless of the 
general rule of section 674 (a), the in¬ 
come of a trust will not be considered as 
taxable to the grantor merely because in 
the discretion of any person (other than 
a grantor who is not acting as a trustee 
or cotrustee) it may be used for the 
support of a beneficiary whom the gran¬ 
tor is legally obligated to support, except 
to the extent that it is in fact used for 
that purpose. See section 677 (b) and 
the regulations thereunder. 

(2) Powers affecting beneficial enfoy^ 
ment only after a period. Section 674 
(b> (2) provides an exception to section 
674 (a) if the exercise of a power can 
only affect the beneficial enjoyment of 
the income of a trust received after a 
period of time which is such that a 
grantor would not be treated as an owner 
under section 673 if the poorer were a 
reversionary interest. See U 1.673 (a)-l 
and 1.673 (b)*l. For example, if a trust 
created on January 1. 1955. provides for 
the payment of income to the grantor's 
son, and the grantor reserves the power 
to substitute other benenciaries of in¬ 
come or corpus in lieu of his son on or 
after January 1. 1965. the grantor is not 
treated under section 674 as the owner 
of the trust with respect to ordinary in¬ 
come received before January 1. 1965. 
But the grantor will be treated as an 
owner on and after that date unless the 
power is relinquished. If the beginning 
of the period during which the grantor 
may substitute beneficiaries is postponed, 
the rules set forth in S 1.673 (d>-l are 
applicable in order to determine whether 
the grantor should be treated as an 
owner during the period following the 
postponement 

Testamentary powers. Under par¬ 
agraph (3) of section 674 (b) a power 
in any person to control beneficial en¬ 
joyment exercisable only by will docs not 
cause a grantor to be treated as an 
owner under section 674 (a). However, 
this exception does not apply to income 
accumulated for testamentary disposi¬ 
tion by the grantor or to income which 
may be accumulated for such distribu¬ 
tion in the discretion of the grantor or 
a nonadversc party, or both, without the 
approval or consent of any adverse party. 
For example, if a trust instrument pro¬ 
vides that the income is to be accumu¬ 
lated during the grantor's life and that 
the grantor may appoint the accumu¬ 
lated income by will, the grantor is 
treated as the owner of the trust. More¬ 
over. if a trust instrument provides that 
the income Is payable to another person 
for his life, but the grantor has a testa¬ 
mentary power of appointment over the 
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remainder, and under the trust instru¬ 
ment and local law capital gains are 
added to corpus, the grantor is treated 
as the owner of a portion of the trust 
and capital gains and losses are included 
in that portion. (See 1 1.671-3.) 

(4) Powers to determine beneficial en- 
foyment of charitable beneficiaries. Un¬ 
der paragraph (4) of section 674 (b> a 
power in any person to determine the 
beneficial enjoyment of corpus or income 
which is irrevocably payable for a pur¬ 
pose specified in section 170 (c) (relat¬ 
ing to definition of charitable contribu¬ 
tions) will not cause the grantor to be 
treated as an owner under section 674 
(a). For example, if a grantor creates a 
trust, the income of which is irrevocably 
payable solely to educational organiza¬ 
tions that qualify under section 170 <c>, 
he is not treats as an owner under 
section 674 although he retains the pow¬ 
er to allocate the income among such 
organizations. 

(6) Powers to distribute corpus. Par¬ 
agraph (5) of section 674 (b) provides 
an exception to section 674 (a) for pow¬ 
ers to distribute corpus, subject to cer¬ 
tain limitations. If the power is limited 
by a reasonably definite standard which 
is set forth in the trust instrument, it 
may extend to corpus distributions to or 
for any beneficiary or beneficiaries or 
class of beneficiaries (whether or not 
income beneficiaries) without causing 
the grantor to be treated as an owner 
under section 674. (It is not required 
that the standard consist of needs and 
circumstances of the beneficiaries.) See 
section 674 (b) (6) (A). If. however, 
the power is not limited by a reasonably 
definite standard set forth in the trust 
Instrument, it will not come within the 
exception unless it is only exercisable 
in favor of current Income beneficiaries, 
and unless any corpus distributed to a 
current income beneficiary must be 
chargeable to the proportionate part of 
corpus held in trust for payment of in¬ 
come to that beneficiary as if it con¬ 
stituted a separate trust. See section 
674 (b) (5) <B>. This subparagraph 
may be illustrated by the following 
examples: 

KxompU (f). A tniit imtrument pro¬ 
vide for payment of the Inoome to the 
graator'S two brother for life, and for pay* 
ment of the corpus to the grantor*s nephews 
in equal shares. The grantor reserves the 
power to distribute corpus to pay medicsl 
expenses that may be Incurred by his 
brothers or nephews. The grantor Is not 
treated as an owner by reason of this power 
because section 674 <b) (5) (A) excepU a 
power, exercisable by any person, to Invade 
corpus for any beneficiary, including a re¬ 
mainderman, If the power U limited by a 
reasonably definite standard which is set 
forth in the trust Instrument, 

Example (2). The facts are the same as In 
example (1) except that the grantor reserves 
the power to distribute any part of the corpus 
to his brothers or to his nephews for their 
happiness. The grantor is treated as the 
owner of the tnist. Paragraph (5) (A) of 
section 674 (b) is inapplicable because the 
power Is not limited by a reasonably definite 
sundard. Paragraph (6> (B) is Inapplicable 
because the power to distribute corpus per¬ 
mits a distribution of corpus to persons oUior 
than current income beneficiaries. 

Example {3). A trust Instrument provides 
for payment of the Income to the grantor's 


two adult eons In equal sharee for 10 yesn^ 
after which the corpus Is to be distributed to 
his grandchildren in equal shares. Tte 
grantor reeenree the power to pay over to eseli 
son up to one-half of the corpus during tbs 
10-year period, but any such |>ayment oMI 
proportionately reduce subsequent Incotns 
payments made to the son receiving tbt 
corpus. Thus. If one-half of the oorpui li 
paid to one son, all the income from the re¬ 
maining half is thereafter payable to tbs 
other son. The grantor Is not treated as sa 
owner under section 674 (a) by reason of tbit 
power because It qualifies under the excep¬ 
tion of section 674 (b) (5) (B), 

(6) Powers to withhold income tern* 
porarily. (1) Section 674 (b> (6) ex¬ 
cepts a power which. In general. cnabl« 
the holder merely to effect a postpone¬ 
ment in the time when the ordinary in¬ 
come is enjoyed by a current income ben¬ 
eficiary. Specifically, there is excepted 
a power to distribute or apply ordinsiy 
income to or for a current income bene¬ 
ficiary or to accumulate the income, if 
the accumulated Income must ultimately 
be payable either— 

(a) To tlie beneficiary from whom it 
was withheld, his estate, or his appoint¬ 
ees (or persons named as alternate 
takers in dcfiault of appointment) under 
a power of appointment held by the 
beneficiary which does not exclude from 
the class of possible appointees any per¬ 
son other Uian the beneficlaiy. his 
estate, his creditors, or the creditors of 
his estate; 

(b) To the beneficiary from whom It 
was withheld, or if he does not survive 
a date of distribution which could rea¬ 
sonably bo expected to occur within his 
lifetime, to his appointees (or alternate 
takers In default of appointment) under 
any power of appointment, general or 
apecial. or if he has no power of appoint¬ 
ment to one or more designated alternate 
takers (other than the grantor or the 
grantor’s estate) whose shares have been 
irrevocably specified In the trust imlni- 
ment; or 

(c) On termination of the trust, or 
in conjunction with a distribution of 
corpus which is augmented by the ac¬ 
cumulated income, to the current Income 
beneficiaries in shares wliich have been 
Irrevocably specified in the trust instru¬ 
ment. or if any beneficiary does not 
survive a date of distribution which 
would reasonobly be expected to occur 
within his lifetime, to his appointees (or 
alternate takers in default of appoint¬ 
ment) under any power of appointment, 
general or special, or if he has no power 
of appointment to one or more desig¬ 
nated alternate takers (other than the 
grantor or the grantor's estate) wh:^ 
shares have been irrevocably specified 
in the trust instrument. 

(In the application of (a) of this sub¬ 
division. if the accumulated Income of a 
trust is ultimately payable to the estate 
of the current income beneficiary, or is 
ultimately pa>*able to his appointees, or 
takers in default of appointment, under 
a power of the type described tn <fl> " 
this subdivision, it need not be payable 
to the beneficiary from whom it wa* 
withheld under any circumstances; n 
the trust otherwise qualifies for the ex¬ 
ception in (a) of this subdivision the 
trust income will not be considered U) 
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bf taxable to the grantor under section 
677 by reason of the existence of the 
power of appointment referred to In (o> 
ot this subdivision.) In general, the ex¬ 
ception in section 674 (b> (6) la not 
applicable if the power is in substance 
one to shift ordinary income from one 
beneficiary to another. Thus, a power 
will not qualify for this exception if 
ordinary income'hiay be distributed to 
bencflclary A. or may be added to corpus 
which is ultimately payable to a remain¬ 
derman who is not a current income 
benefleiary. However, section 674 <b) 
<6> (B>, and (c) of this subdivision, 
permit a limited power to shift ordinary 
income among current income benefl- 
eiaries. as iUustrated in example <1) of 
subdivision (ii) of this subparagraph. 

<ii) The application of section 674 (b) 
<6) may be illustrated by the following 
example: 

Ciompte (/)• A trust Instrument provides 
thst Uie Income shall be paid In equal sluures 
to the gnuitor'a two adult daughters but the 
grsDtor reserves the power to withhold from 
either beneOclary any part of that beueflet- 
irys share of Income and to add It to the 
corpus of the trust until the younger daugh- 
tsr reaches the age of SO yeare. When the 
younger daughter reaches the age of 30. the 
trust ts to terminate and the corpus Is to be 
dlrtded equally between the two daughters or 
their estates. Although exercise of this 
power may permit the shifting of aocumu- 
Isted Income from one beneficiary to the 
other (tlnco the corpus with the accumula- 
Uons is to be divided ecpaally) the power la 
■scepted under section 674 <bl (6). 

tsampte (2). The facts are the same as tn 
example <1>« except that the grantor of the 
trust resenraa the power to distribute accu- 
iBuUted Income to the beneficiaries in such 
iharea as he chooses. Tlie combined powers 
are not cxcqited by aectlon 674 (by (6) since 
Ihoome accumulated pursuant to the first 
power Is neither required to be payable only 
in conjunetlon with a corpua distribution 
bor required to be payable In shares specified 
la the trust Instrument. See. however, seo- 
074 (0) and | 1.674 (€>•>! for the effect of 
neb a power if it U exercisable only by Inde¬ 
pendent trustees. 

Example (2). A trust provides for pay- 
l&ent of Incoma to the grantor's adult son 
with the grantor retaining the power to ac¬ 
cumulate the Income until the grantor's 
death, when all aocumulatlona are to be paid 
to the eon. If the son predeceases the 
Ifxntar, all acctunulatlons are. at the death 
of the grantor, to be paid to his daughter, or 
If ibe la not living, to alternate takers 
(which do not Include the grantor's estate) 
iu Bpeclfted shares. The power la excepted 
bnder aectlon 674 (b) (6) since the date of 
dbuibuuon (the date of the grantorw death) 
tbsy. In the usual case, reasonably be ex¬ 
pected to occur during the beneficiary's (the 
eoi)^) lifetime. It Is not necessary that the 
•^cumulations be payable to the son's estate 
Ur hit appointees if he should predecease the 
irxiuor for this exception to apply. 

(7> Power to withhold income during 
Section 674 (b> (7) provides 
exception for a power which, in gen- 
«‘al. will permit ordinary income to be 
Withheld during the legal disability of 
Jin income beneficiary or while he is un- 
utr 21. Specifically, there is excepted a 
jju^cr, exercisable only during the cx- 
}*wce of a legal disability of any current 
income beneficiary or the period during 
which any income beneficiary is under 
^ age of 21 years, to distribute or apply 
ordinary income to or for that beneficiary 
ho. 102-10 


or to accumulate the income and add it 
to corpus. To qualify under this excep¬ 
tion It is not necessary that the income 
ultimately be payable to the income 
beneficiary from whom it was withheld, 
his estate, or his appointees; that is, the 
accumulated income may be added to 
corpus and ultimately distributed to 
others. For example, the grantor is not 
treated as an owner under section 674 
if the income of a trust is payable to his 
son for life, remainder to his grand¬ 
children. although he reserves the power 
to accumulate Income and add it to 
corpus while his son la under 21. 

18) Powers to allocate between corpus 
and income. Paragraph (8) of section 
674 (b) provides that a power to allocate 
receipts and disbursements between cor¬ 
pus and income, even though expressed 
in broad language, will not cause the 
grantor to be treats as an owner under 
the general rulegif section 674 (a). 

• 

S 1.674 (c) Statutorp provisions: es- 
tales and trusts: grantors and others 
treated as substantial owners: exception 
iOT certain powers of independent trus^ 
tees. 

Skc. 674. Poirer to control beneficial en- 
fopment, • • • 

(c) Exception for certain poteere of fndr- 
pendent trustees. Suboeciion (a) xball not 
apply to a power oolely exercisable (without 
the approval or ocmaent of any other peraon) 
by a trustee or truateea. none of whom U 
the grantor, and no more than half of-whom 
are related or oubordinate parties wbo are 
•uboervlent to tbe wUhee of the grantor-^ 

(1) To dUtrlbute. apportion, qr accumu¬ 
late Income to or for a beneficiary or bene¬ 
ficiaries. or to. for. or within a class of beiie- 
Oclaiies; or 

(2) To pay out corpiis to or for a bene¬ 
ficiary or beneflclarlea or to or for a class of 
bepoficUuiea (whether or not Income 
beneficiaries). 

A power does not fall within the power* de¬ 
scribed In this subeectlon If any person has 
a power to add to the beneficiary or bene- 
ficiarlee or to a claw of beneficiaries desig¬ 
nated to receive the Income or corpus, except 
where such action la to provide for after- 
born or after-adopted chUdren. 

1 1.674 (c>-l Excepted powers cxcr- 
cisable only by independent trustees. 
Section 674 (c) provides an exception to 
the general rule of section 674 Ca) for 
certain powers that are exercisable by in¬ 
dependent trustees. This exception is in 
addition to those provided for under sec¬ 
tion 674 (b) which may be'hcld by any 
person Including an independent tnifitce. 
The powers to which section 674 (c) ap¬ 
ply are powers (a) to distribute, appor¬ 
tion. or accumulate Income to or for a 
beneficiary or beneficiaries, or to. for, or 
within a class of beneficiaries, or (b) to 
pay out corpus to or for a beneficiary 
or beneficiaries or to or for a class of 
beneficiaries (whether or not Income 
beneficiaries). In order for such a power 
to fall within the exception of section 
674 (c) it must be exercisable solely by a 
trustee or trustees none of whom is the 
grantor and no more than half of whom 
are related or subordinate parties who 
are subservient to the wishes of the 
grantor. (See section 672 (c) for defini¬ 
tions of these terms.) An example of the 
application of section 674 (c) is a trust 
whose Income is payable to the grantor's 


three adult sons with power in an inde¬ 
pendent trustee to allocate without re¬ 
striction the amounts of income to be 
paid to each son each 3 ^ar. Such a 
power does not cause the grantor to be 
treated as the owner of the trust. See 
also! 1.674 (d)-2. 

S 1.674 (d) Statutory provisions: es- 
tates and trusts: grantors and others 
treated as substantial owners: power to 
allocate income if limited bp a standard, 

8xc. 674. Power to control bcneficiot cn- 
foyment. • • • 

(d) Power to allocate income if limited bp 
a standard, dubeoctlcm (a) oball not apply 
to A power oolely excrcioable (without the 
approval or conoent ot any other person) 
by a tnutee or tniateea. none ot whom U the 
grantor or tpouse living with the grantor, 
to dixUibute. apportion, or accumulate in¬ 
come to or for a beneficiary or beoeflclaiiaa, 
or to. for. or within a clow of beneficlorlea, 
whether or not the eondttlona of paragraph 
(6) or (7) of eubeeotlon (b) are tatUfied. 11 
such power U limited by a renoonably defi¬ 
nite external standard which la set forth In 
the trust Instrument. A power docs not 
foil within the powers described In thU sub¬ 
section if any peraon hoa a power to odd 
to the beneficiary or beneficlorlea or to a 
close of beneficiaries designated to receive 
the Income or corpus except where such ac¬ 
tion is to provide for after-born or after- 
adopted chUdren. 

9 1.674 (d)-“l Excepted powers exer¬ 
cisable by any trustees other than 
grantor or spouse. Section 674 (d) pro¬ 
vides an additional exception to the gen¬ 
eral rule of section 674 (a) for a power 
to distribute, apportion, or accumulate 
income to or for a beneficiary or bene¬ 
ficiaries or to. for, or within a class of 
beneficiaries, whether or not the condi¬ 
tions of section 674 (b) (6) or (7) are 
satisfied. If the power is excrcirable by a 
trustee or trustees none of whom is the 
grantor or spouse living with the grantor, 
and if the power is limited by a reason¬ 
ably definite external standard set forth 
in the trust instrument. (It is not re¬ 
quired that the standard consist of needs 
and circumstances of the beneficiaries.) 

* 5 1.674 (d)-2 Limitations on excep¬ 
tions in section 674 (b). (c), and (d)^ 
(a) Power to remove trustee. The 
powers specified in section 674 <c) and 
Id) arc not excepted from the general 
rule of section 674 (a) if they arc exer¬ 
cisable by the grantor (whether or not 
as trustee or cotrusteei or if their ex¬ 
ercise by the trustees referred to in those 
subsections requires the approval or 
consent of the grantor. For example, 
a power in an independent trustee to 
allocate income among a class of ben¬ 
eficiaries will not qualify under section 
674 ( 0 ) if the grantor has the power to 
remove the trustee without cause and 
to substitute any other person. Includ¬ 
ing himself, as trustee. 

(b) Power to add beneAciaries. The 
exceptions described In sections 674 (b) 
(5), (6), and (7). and 674 (c) and (d) 
are not applicable if any person has a 
power to add to the beneficiary or ben- 
eficiarlee or to a class of beneficiaries 
designated to receive the income or cor¬ 
pus. except where the action Is to provide 
for after-bom or after-adopted children. 
This limitation does not apply to a power 
held by a beneficiary to sub^tute other 







3598 

bencnciarles to succeed to his Interest 
in the trust (so that he would be an ad¬ 
verse party as to the exercise or non- 
exercise of that power). For example, 
the limitation does not apply to a power 
in a beneilciary of a nonspendthrift trust 
to assign his interest. Nor does the 
limitation apply to a power held by any 
person which would qualify as an excep¬ 
tion under section 674 (b) (3) (relating 
to testamentary poaers). 

1 1.675 Statutory provisions: estates 
and trusts: grantors and others treated 
as substantial owners; administrative 
powers. 

See. 675. AdminUtrative ponotrs. Th© 
grantor ahaU b© treated aa the owner of any 
portion of a trust In respect of which— 

(1) Power to deal for less than adequate 
and full consideration. A jxrwer exercUabl© 
by the grantor or a nonadverae party, or 
both, without the approval or coneent of any 
adrerae party enables the grantor or any 
peraon to purchaae. exchange, or otherwise 
deal with or dispose of the corpus or the In¬ 
come therefrom for Icea than an adequate 
consideration In money or money's worth. 

(2) Power to borrow teithout adequate in- 
tercMt or security. A power cxcrcUablo by 
the grantor or a non-adverae party* or both, 
enables the grantor to borrow the corpiu or 
Income, directly or Indirectly, without ade¬ 
quate interest or without adequate security 
except where a trustee (other than the 
grantor) la authorized under a general lend¬ 
ing power to make loans to any person 
without regard to Interest or eecurlty. 

(S) Borrowing of the trust funds. The 
grantor has directly or Indirectly borrowed 
the corpus or tocome and has not completely 
repaid the loan. Including any interest, be¬ 
fore the beginning of the taxable year. The 
preceding sentence shall not apply to a loan 
which provides for adequate interest and 
adequate security, if such loan is made by a 
trustee other than the grantor and other 
than a related or subordinate trustee sub¬ 
servient to the grantor. 

(4) Oenerat powers of administration. 
A power of admlnlitratlon Is exercisable In a 
nonflduoiary capacity by any person without 
the approval or consent of any person in a 
fiduciary capacity. For purpoeee of this 
paragraph, the term "power of administra¬ 
tion" means any one or more of the follow¬ 
ing powers: (A) a power to vote or direct the 
voting of stock or other securities of a cor¬ 
poration In which the holdings of the 
grantor and the trust are slgnincant from 
the viewpoint of voting control; (B) a power 
to control the Investment of the trust funds 
either by directing Investments or reinvest¬ 
ments, or by vetoing proposed Investments or 
reinvestments, to the extent that the trust 
fimds consist of stocks or eecuriUee of cor¬ 
porations In which the holdings of the 
grantor and the trust are signlllcant from 
the viewpoint of voting control; or (O) a 
power to reacquire the trust corpus by sub¬ 
stituting other property of an equivalent 
value. 

i 1.675-1 Administrative powers —(a) 
General rule. Section 675 provides in 
effect that the grantor is treated as the 
owner of any portion of a trust if under 
the terms of the trust instrument or cir¬ 
cumstances attendant on its operation 
administrative control is exercisable pri¬ 
marily for the benefit of the grantor 
rather than the beneficiaries of the 
trust. If a grantor retains a power to 
amend the administrative provisions of a 
trust instrument which Is broad enough 
to permit an amendment causing the 
grantor to be treated as the owner of a 
portion of the trust under section 675, 
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he will be treated as the owner of the 
portion from its inception. See section 
671 and 811.671-2 and 1.6*tl-3 for rules 
for treatment of Items of income, deduc¬ 
tion. and credit when a person Is treated 
as the owner of all or only a portion of a 
trust. 

(b) Prohibited controls. The circum¬ 
stances which cause administrative con¬ 
trols to be considered exercisable pri¬ 
marily for the benefit of the grantor are 
specifically described in paragraphs (1) 
to (4)» inclusive, of section 675. as 
follows: 

(1) The existence of a power, cxercls-' 
able by the grantor or a nonadverse 
party, or both, without the approval or 
consent of any adverse party, which en¬ 
ables the grantor or any other person to 
purchase, exchange, or otherwise deal 
with or dispose of the corpus or the in¬ 
come of the trust for less than adequate 
consideration in mogey or money's 
wdrth. Whether the existence of the 
power itself will constitute the holder an 
adverse party will depend on the par¬ 
ticular circumstances. 

(2) The existence of a power exercis¬ 
able by the grantor or a nonadverse 
party, or both, which enables the grantor 
to borrow the corpus or income of the 
trust, directly or indirectly, without ade¬ 
quate interest or adequate security. 
However, this paragraph does not apply 
where a trustee (other than the grantor) 
is authorised under a general lending 
power to make loans to any person with¬ 
out regard to interest or security. 

(3) The circumstances that the 
grantor has directly or indirectly bor¬ 
rowed the corpus or income of the trust 
and has not completely repaid the loan. 
Including any Interest, before the begin¬ 
ning of the taxable year. The prececUng 
sentence does not apply to a loan which 
provides for adequate Interest and ade¬ 
quate security. If it is made by a trustee 
other than the grantor or a related or 
subordinate trustee subservient to the 
grantor. See section 672 (c) for defini¬ 
tion of *‘a related or subordinate party-. 

(4) The existence of certain powers of 
administration exercisable in a nonfldu- 
clary capacity by any nonadverse party 
without the approval or consent of any 
person in a fiduciary capacity. The term 
"powers of administration** means one 
or more of the following powers: 

(i) A power to vote or direct the voting 
of stock or other securities of a corpora¬ 
tion in which the holdings of the grantor 
and the trust are significant from the 
viewpoint of voting control; 

(11) A power to control the Investment 
of the trust funds either by directing in¬ 
vestments or reinvestments, or by vetoing 
proposed investments or reinvestments, 
to the extent that the trust funds con¬ 
sist of stocks or securities of corporations 
in which the holdings of the grantor and 
the trust are significant from the view¬ 
point of voting control; or 

(ill) A power to reacquire the trust 
corpus by substituting other property 
of an equivalent value. If a power Is 
exercisable by a person as trustee, it is 
presumed that the power is exercisable 
in a fiduciary capacity primarily in the 
interests of the beneficiaries. This pre¬ 
sumption may be rebutted only by clear 
and convincing proof that the power Is 


not exercisable primarily in the Interests 
of the beneficiaries. If a power is not 
exercisable by a person as trustee, the de¬ 
termination of whether the power is 
exercisable in a fiduciary or a nonfidud- 
ary capacity depends on all the terms of 
the trust and the circumstances sur¬ 
rounding its creation and administra¬ 
tion, 

(c) Authority of trustee. The meit 
fact that a power exercisable by a tna- 
tee is described in broad language docs 
not Indicate that the trustee is author¬ 
ized to purchase, exchange, or otherwise 
deal with or dispose of the trust property 
or income for loss than an adequate and 
full consideration in money or moneyli 
worth, or is authorized to lend the trust 
property or income to the grantor with¬ 
out adequate interest. On the other 
hand, such authority may be Indicated 
by the actual administration of the trust 

8 1.676 (a) Statutory provisions: 
estates and trusts: grantors and others 
treated as substantial owners; power to 
recoke; general rule, 

Bmc. 676. Power to revoke —(a) General 
rule. The grantor shaU be treated as the 
owner of any portion oX a trust, whether or 
not he U treated as such owner under sxq 
other provision of this part, where at any 
time the power to revest in the grantor title 
to such Dortion is exercisable by the grantor 
or a uon-adverto party, or both. 

8 1.676 (a)-l Power to revest title to 
porfion of trust property in grantor: 
general rule. If a power to revest in 
the grantor title to any portion of a trust 
is exercisable by the grantor or a non¬ 
adverse party, or both, without the ap¬ 
proval or consent of an adverse party, 
the grantor is treated as the owner of 
that portion, except as provided In sec¬ 
tion 676 (b) (relating to powers affect¬ 
ing beneficial enjoyment of income only 
after the expiration of certain periods of 
time). See section 671 and 88 1*®'71-* 
and 1.671-3 for rules for treatment of 
items of income, deduction, and credit 
when a person is treated as the owner 
of all or only a portion of a trust If 
the title to a poHion of the trust will 
revest In the grantor upon the exercise 
of a power by the grantor or a nonad¬ 
verse party, or both, the grantor U 
treated as the owner of that portion re¬ 
gardless of whether the power is a power 
to revoke, to terminate, to alter or 
amend, or to appoint. 

8 1.676 (b) Statutory provisions: 

estates and trusts; grantors and othe^ 
treated as substantial owners: power to 
revoke exercisable only after a period of 
time. 

See. 076. Power to revoke. • • • 

(b) Power affecting beneficial enfoyynem 
only after expiration of lO^year period Su^ 
section (a) shall not apply to a power to* 
exerciee -of which can only affect the 
fleial enjoyment of the Income for a perw 
oommenclng after the expiration 
such that a grantor would not be treated M 
the owner under section 673 if the pow» 
were a reversionary Interest. But 
grantor may be treated a* the owner axw 
the expiration of such period unlese to* 
power la relinquished. 

I l.eve (b)-l Powers exercisable oti» 
after a period of time. Section 676 
provides an exception to the general iw 
of section 676 (a) when the exercise oi 
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t power can only affect the beneficial en¬ 
joyment of the income of a tmst received 
after the expiration of a period of time 
which Is such that a ^ntor would not 
be treated as an owner under section 
673 if the power were a reversionary in¬ 
terest. See in 1.673 <a)-l and 1.673 
^b)-l. Thus, for example, a grantor is 
excepted from the general rule of sec¬ 
tion 676 (a) with respect to ordinary 
income if exercise of a power to revest 
corpus in him cannot affect the benefi¬ 
cial enjoyment of the Income received 
within 10 years after the date of trans¬ 
fer of that portion of the trust. It is 
immaterial for this purpose that the 
power Is vested at the time of the trans¬ 
fer. However, the grantor is subject to 
the general rule of section 676 (a) after 
the expiration of the period unless the 
power is rcllnQulshed, Thus, in the 
Steve example, the grantor may be 
treated as the owner and be taxed on 
an Income in the eleventh and succeed¬ 
ing years. If the beginning of the period 
during which the grantor may revest is 
postponed, the rules set forth in 11.673 
Id)-I are applicable to determine 
whether the grantor should be treated 
as an owner during the period following 
the ;x>fitpon€ment. 

1 1.677 (a) Statutory prevUions: et- 
toin and trusts; yrantors and others 
treated as substantial owners: income 
lor benefit of grantor; general rule. 

Sac. 677. Income for benefit of grantor— 
(a) Genial rule. Tha gxuntor shall ba 
UMted M tha owner of any portion of a 
trust, whether or not he 1« treated aa euch 
owner under lecUon 674. whose Income with¬ 
out the approval or oonaent of any adverao 
party it, or, in the dlecretlon of the grantor 
or A nonadverse party, or both, may be— 
(1) Dtetrlbuted to the grantor; 

(3) Held or accumulated lor future dla- 
trtbuUoa to tho grantor; or 
(S) Applied to the payment of premluma 
oa poUeiCB of Ineuranoe on the life of the 
grantor (except pollcieo of tnAumnee Irre¬ 
vocably payable for a purpose epeclfled In 
KcUon 170 (c) (relating to deOnltlon of 
cluritabla contributions)). 

This lubeectlon ahall not apply to a power 
tbe exercUe of which can only aifect the 
besrOcUl enjoyment of the Income for a 
period commencing after the expiration of 
a period such that the grantor would not 
te treated as the owner under eectlon 673 
U the power were a reversionary Interest; 
but the grantor may be treated ae the owner 
after the expiration of tho period unless 
^ power is relinquished. 

11.677 <a)-l Income for benefit of 
ffontcr; general rule. <a) Section 677 
deals with situations in which a grantor 
at a trust is treated as the owner of a 
Portion of the trust because he has rc- 
*^cd an Interest in the income from 
portion. See section 671 and 
II 1.671-2 and 1,671-3 for nilcs for treat- 
of items of income, deduction, and 
credit when a person is treated as the 
®vmcr of all or only a portion of a tnut. 

lb) Under section 677. the grantor is 
l^ted in any taxable year as the owner 
^ a portion of a trust (whether or not 
is treated as an owner under section 
of which the Income for the Ux- 
we year or for a period not coming 
^thln the exception described in para- 
(e) of this section is. or in the 
wrcUon of the grantor or a nonad- 
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veree party, or both (without the ap¬ 
proval or consent of any adverse party) 
may be— 

(1) Distributed to the grantor: 

(2) Held or accumulated for future 
distribution to the grantor; or 

(3) Applied to the payment of pre¬ 
miums on policies of insurance on the 
life of the grantor, except policies of in¬ 
surance irrevocably payable for a char¬ 
itable purpose specified in section 170 <c>. 

(c) Therefone, under the general rule 
of section 677 the grantor is treated as 
the owner of a portion of a trust if he 
has retained any interest which might, 
without the approval or consent of an 
adverse party, enable liim to have the 
income from the portion, at some time, 
distributed to him either actually or 
constructively (subject to the exception 
described in paragraph (e) of this sec¬ 
tion). Constructive distribution to the 
grantor includes payment to another in 
obedience to his direction and payment 
of premiums upon policies of insurance 
on the grantor's life (other than policies 
of insurance Irrevocably payable for 
charitable purposes). If the grantor 
strips himself permanently and defi¬ 
nitely of every interest des^bed In the 
first sentence of this paragraph, he is 
not treated as an owner under section 
677 after that divesting, 

(d) Under section 677 a grantor is. in 
general, treated as owner of a portion of 
a trust whose ln(x>me is or in the discre¬ 
tion of the grantor or a nonadverse 
party, or both, may be applied to dis¬ 
charge of a legal obligation of the 
grantor. However, see 1 1.677 (b>-l for 
special rules for trusts whose Income 
may not be applied for the discharge of 
any legal obUgation of tlie grantor other 
than the support or maintenance of a 
beneficiary whom the grantor is legally 
obligated to support. 

<c) The last sentence of section 677 
(a) provides an exception to the general 
rule when a discretionary right can only 
affect the beneficial enjoyment of the 
income of a trust received after a period 
of time which is such that a grantor 
would not be treated as an owner under 
section 673 If the power were a reversion¬ 
ary Interest. See 611.673 (a)-l and 
1.673 lb)-l. For example, if the or¬ 
dinary income of a trust Is payable to B 
for 10 years and then in the grantor's 
discretion income or corpus may be paid 
to B or to the grantor, the grantor is not 
treated as an owner with respect to or¬ 
dinary income under section 677 during 
the first 10 years. He will be treated as 
an owner under section 677 after the ex¬ 
piration of the 10-year period unless the 
power is rellncpiished. If the beginning 
of the period during which the grantor 
may substitute beneficiaries is postponed, 
the rules set forth in I 1.673 (d)-l are 
applicable in order to determine whether 
the grantor should be treated as an 
owner during the period following the 
postponement. 

(f> However, if income is accumulated 
in any taxable year for future distribu¬ 
tion to the grantor, section 677 (a) (2) 
treats the grantor as an owner for that 
taxable year. The exception set forth 
in the last sentence of section 677 <a> 
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does not apply merely because the 
grantor must await the expiration of a 
pericxl of time before he can receive or 
exercise discretion over previously ac¬ 
cumulated income of the trust, even 
though the period is such that the 
grantor would not be treated as an owner 
under section 673 If a reversionary in¬ 
terest were Involved. Thus, if income of 
a trust is to be accumulated for 10 years 
and then will, or at the discretion of the 
grantor may be, distributed to the 
gfbntor. the grantor is treated as the 
owner of the tmst from its inception. 

<g) The application of section 677 (a) 
may be illustrated by the following ex¬ 
amples: 

gtample (1). O createa an Irrtvocabla 
trust which provides that the ordinary In¬ 
come la to be payable to htmseir for life and 
that on bU death the corpus shall be dlatrib- 
uted to a designated charity. Except for the 
right to receive income. Q retains no right 
or power which would cause him to be treated 
as an owner under mcUods 672~(rr7. Under 
the applicable local law calptal gaine must 
be applied to corpus. During the taxable 
year 1995 the trust has the following items 
of gross isxcome and deductions: 

Dividends..$9,000 

Capital gain__ 1.000 


Expenses allocable to Income__ 200 

Expenses allocable to corpus.100 


Since O has a right to receive income he Is 
treated as an owner of a portion of the trust 
under section 677. Accordingly, he should « 
include the $5,000 of dividends. $200 income 
expense, and $100 corpus expense In the com¬ 
putation of bis taxable Income for 1095. He 
should not Include the $1,000 capital gain 
since that is not attributable to the portion 
of the trust that he owns. (See i 1.671-3. 
The tax consequences of the capital gain are 
governed by the pfovLsIons of sections 641- 
068. Had the trust stuitained a capital Ions 
In any amount the loss would lUcewise not 
be Included In the computation of 0*s tax¬ 
able Income, but would also be governed by 
the provlslone of sections 641-868, 

txample (2). O creates a tmst whose 
ordinary income la payable to his adult son. 
Ten years from the date of transfer or on 
the death of his son. whichever Is earlier, 
corpus U to revert to O. Jn addition, O 
retains a discretionary right to receive $9,000 
of ordinary Income each year. (Absent tho 
exercise of this right all the ordinary Income 
Is to be distributed to hla son.) O retains 
no other right or power which would cause 
him to be treated as an owner under subpart 
E. Under the terms of the trust Instrument 
and applicable local law capital gains must 
be applied to corpus. During the taxable 
year 1955 the tiust had the following items 
of income and doduotions: 


Dividends__$10. OOO 

Capital gain... __ 2. (X)0 

Expenses allocable to Income, 400 

Expenses allocable to corpus-- 200 


81nce the capital gain Is held or accumulated 
for future distributions to O. he Is treated 
under section (TH (a) (2) as an owner of a 
portion of the tmst to which the gain Is 
attributable. Therefore, he must Include the 
capital gain in the eompuutlon of his tax¬ 
able Income. (Had the tmst stutalned a 
capital loss In any amotint. O would likewise 
Include that loss in the computation of his 
taxable Income.) Because of 0 *b discretion¬ 
ary right (whether exercised or not) he is 
treated as the owner of a portion of the 
trust which will permit a distribution of 
Income to him of $5.(X)0. Acoordingly. O 
includes dividends of $5.20839 and income 
expenses of $30833 in computing hU taxsble 
Income, determined la the following manner: 
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TotAl dlTldendfl__$10,000 

Jjtm: EzpcnMa ^locable to In* 
como .—. 400 


DUtrlbutabla Ineomo of 

the trust_...__ 0.600 


Portion of dividends attributable 

to O <6.000/9.600XflO.OOO)_ 8.008.33 

Portion of Income expenses at« 
trlbutable to O (6.000/9.600 X 
MOO)_ 308.33 


Amount of income subject 
to discretionary « 0* 000.00 

In accordance with I 1.671>3 <b). O also 
takes into aocoxmt $104.17 (6.000/9.600 X 
$300) of oorpus expenses In oompmUng hls 
tax liability. The portion of the dividends 
and expenses of the trust not attributable to 
O ore governed by the provisions of sections 
$41-868 (subparts A through D). 

1 1.077 fb) Statutory provisions: 6S- 
tates and trusts; grantors and others 
treated as substantial owners; trusts for 
support 0 / grantor's dependents. 

Swc. 677. Incoms for benefit of grantor. 

• • • 

(b) OblfpafiOTu of wupport. Ineome of a 
trust shall not bo considered taxable to the 
grantor under subsection (s) or any other 
provision of this chapter merely because such 
income in the discretion of another person, 
the trustee, or the grantor acting as trustee 
or 00 -trustee, may be applied or distributed 
for the support or maintenance of a bene¬ 
ficiary whom the grantor Is legally obligated 
to support or maintain, except to the extent 
that such Ineome Is so applied or dlstrlhuted. 
In cases where the amounts so applied or 
distributed are paid out of oorpus or out of 
other than Income for the taxable year, such 
amounts shall be considered to be an amount 
paid or credited within the meaning of para¬ 
graph (2) of eectSon 661 (a) and shall be 
taxed to the grantor under section 663. 

$ 1.677 (b)-I Trusts for support. Ca) 
Section 677 (b) provides In effect that a 
grantor is not treated as the owner of a 
trust merely because its income may in 
the discretion of any person except the 
grantor not acting as trustee or cotrustee 
be applied or distributed for the support 
or maintenance of a beneficiary, such as 
the wife or child of the grantor, whom 
the grantor is legally obligated to sup« 
port. IX Income of the current year of 
the trust is actually so applied or dis¬ 
tributed the grantor may be treated as 
the owner of any portion of the trust 
under section 677 to that extent, even 
though it might have been applied or 
distributed for other purples. 

<b) If any amount applied or distrib¬ 
uted for the support of a beneficiary 
whom the grantor is legally obligated to 
support is paid out of corpus or out 
of other than income of the current year, 
the grantor Is treated as a beneficiary 
of the trust, and the amount applied or 
distributed is considered to be an amoimt 
paid within the meaning of section 662 
(a) (2), taxable to the grantor under 
section 662. Thus, he is subject to the 
other relevant portions of sections 641- 
688 (subports A through D). Accord¬ 
ingly, the grantor may be taxed on an 
accumulation distribution under sections 
665 through 668 (subpart D>. The pro¬ 
visions of those sections, including the 
exceptions In section 665. are applied 
on the basis that the grantor Is the 
beneficiary. 
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Cc> For the purpose of determining 
the items of Income, deduction, and 
credit of a trust to be included under 
this section in computing the grantor's 
tax liability* the income of the trust for 
the taxable year of distribution will be 
deemed to have been first distributed. 
For example, in the case of a trust re¬ 
porting on the calendar year basis, a 
distribution made on January 1. 1956. 
win be deemed to have been made out 
of ordinary Income of the trust for the 
calendar year 1956 to the extent of the 
Income for that year even though the 
trust had received no income as of Jan¬ 
uary 1. 1956. Thus, if a distribution of 
$10,000 is made on January 1. 1956. for 
the support of the grantor's dependent 
and the trust received dividends of 
$5,000 and incurred expenses of $1,000 
during that year but 8ubse<iuent to 
January 1, the grantor wiU be treated 
as the owner of the trust for 1956. He 
win take into acooimt dividends of $5,000 
and expenses of $1,000 in computii^ his 
tax UabiUty for 1956. In addition, the 
grantor win be treated as a beneficiary 
of the trust with respect to the $6,000 
($10,000 less distributable income of 
$4,000 (dividends of $5,000 less expenses 
of $1,000)) paid out of corpus or out of 
jother than income of the current year. 
*8ee paragraph (b) of this section. 

(d) The exception provided in section 
677 (b) relates solely to the satisfaction 
of the grantor's legal obUgation to sup¬ 
port or maintain a beneficiary. Conse¬ 
quently, the general rule of section 677 
(a) is appUcable when in the discretion 
of the grantor or nonadverse parties In¬ 
come of a trust may be applied in dis¬ 
charge of a grantor's obligations other 
than hls obligation of support or main¬ 
tenance falling within section 677 (b). 
Thus, if the grantor creates a trust, the 
income of which may in the discretion of 
a nonadverse party be applied in the pay¬ 
ment of the grantor's debts, such as the 
payment of his rent or other household 
expenses, he is treated as an owner of the 
trust regardless of whether the income is 
actually so applied. 

<c) The general rule of section 677 (a). 
and not section 677 (b). Is applicable if 
discretion to apply or distribute Income 
of a trust rests solely In the grantor, or 
in the grantor in conjunction with other 
persons, unless in either case the grantor 
has such discretion as trustee or co- 
tnistcc, 

(f) The general rule of section 877 (a). 
and not section 677 (b), is applicable to 
the extent that Income is required, with¬ 
out any discretionary determination, to 
be applied to the support of a beneficiary 
whom the grantor is legally obligated to 
support. 

1 1.678 (a) Statutory provtsiOTis; 

estates and trusts; grantors and others 
treated as substantial owners; person 
other than grantor treated as substantial 
owner; general rule. 

8ee. 678. Per»on other than grantor treated 
at nebifontlal ottmer—(m) General rule. A 
person other than the grantor ohaU be treated 
as the owner of any portion of a trust with 
respect to which: 

(1) Such person has a power exercisable 
•olely by himself to vest the oorpus or the 
Income therefrom in himself, or 


(2) 8uch person has prevlourly partially 
released or otherwise modified such a povtr 
and after the release or modlflcaUon reuiot 
such control as would, within the princlpiet 
of secUons 671 to 677, inclusive, subject a 
grantor of a trust to ireaUnent as the owmt 
thereof. 

§ 1.678 (a)-I Person other Vian 

grantor treated as substantial owner; 
general rule, (a) Where a person other 
than the grantor of a trust has a power 
exercisable solely by himself to vest the 
corpus or the income of any portion of a 
testamentary or inter vivos trust in him¬ 
self, he is treated under section 678 (a) 
as the owner of that portion except u 
provided in subsection 678 (b> (involv- 
ing taxation of the grantor) and subsec¬ 
tion 678 (c) (involving an obligation of 
support). #The holder of such a power 
also is treated as an owner of the trust 
even though he has partially released 
or otherwise modified the power so that 
he can no longer vest the corpus or in- 
come in himself, if he has retained such 
control of the trust as would, if retained 
by a grantor* subject the grantor to 
treatment as the owner under sectloni 
671 to 677, inclusive. See section 671 and 
811.671-2 and 1.671-3 for rules for treat¬ 
ment of items of income* deduction, and 
credit where a person is treated as the 
owner of all or only a portion of a tnot 

(b) Section 678 (a) treats a person as 
an owner of a trust if he has a power 
exercisable solely by himself to apph’ the 
income or corpus for the satisfaction of 
hls legal obligations, other than an obli¬ 
gation to support a dependent (see 
8 1.678 (c)-l) subject to the limitation of 
section 678 (b). Section 678 does not 
apply if the power is not exercisable solely 
by himself. However, see 8 1<603 (a>^ 
for principles oppUcable to Income of a 
trust which, pursuant to the terms of the 
trust instrument, is used to satisfy the 
obligations of a person other than the 
grantor. 

8 1.678 Cb> Statutory provisions; €$• 
fates and trusts; grantors and others 
treated as substantial owners: exception 
where grantor is taxable. 

8ac. 678, Person other than grantor treated 
ms MuhMtantiat owner, • • • 

(b) Kioeption where grantor U taxable- 
Subeectlan (a) ahaU not apply with 
to a power over Ineome. a« o^inolly grxnied 
or thereafter mcdlAed. if the grantor of the 
truBt Ib otherwlBe treated oe the owner undrv 
sections 071 to 677. inclualve. 

8 1.678 (b)-l If grantor is treated as 
the owner. Section 678 (a) does not ap¬ 
ply with respect to a power over Income, 
as originally granted or thereafter modi¬ 
fied. if the grantor of the trust is trealm 
as the owner under sections 671 to 677* 
Inclusive. 

8 1.678 (c) Statutory provisions: es¬ 
tates and trusts; grantors and others 
treated as substantial owners; trusts /of 
supporL 

Sec, 678. Perjon other than grantor treatrd 
as MubatantUU owner. • • • 

<c) OMgationa of support. SubBBCt*^ 
(a) iholl not apply to a power which anaDk* 
ouch perton. In thc capaclty of tniBiee or 
truxtec. merely to apply the Income of ^ 
truBt to the support or maintenance of a 
person whom the holder of the power li obu- 
gated to eupport or maintain exocpi to tse 
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txtetit that auch tncoma U ao applied In 
caiei where the amounts so applied or dla* 
trlbuted are laild out of corpus or out of 
other than Income of the uzable year, 
guch amounts shall be considered to be an 
imount paid or credited within the meaning 
of paragraph (9) of section 681 (a) and shall 
be taxed to the holder of the power under 
tsctlcm 062. 

11.678 (c)-l Trusts for support, (a) 
fiecUon 678 (a) does not apply to a powder 
ghich enables the holder, in the capacity 
of trustee or cotnistee. to apply the in* 
come of the trust to the support or main¬ 
tenance of a person whom the holder Is 
obligated to support, except to the extent 
the Income is so applied. £co 1.677 
(b)-! (a) and <b) for applicable prin- 
dples where any amount Is applied for 
the support or maintenance of a person 
vhom the holder is obligated to cupport. 

<b) The general rule In section >78 fa) 
(and not the exception in section 678 
(b') Is applicable In any case in which 
the holder of a power exercisable solely 
by himself U able. In any capacity other 
than that of trustee or cotrustee, to apply 
the Income in discharge of his obligation 
of support or maintenance. 

! 1.678 (d) Statutory syrovisions: 

estates and trusts: grantors and others 
treated as substantial owners; effect of 
renunciation or disclaimer. 

See, 67B. Penon other than fyrantor treated 
s$ ivdftantia! owner. • • • 

(dl Effect of renunciation or dUelaimer, 
SubfecUoa (a) ahaU not apply with reapcct 
to A power which haa been renounced or dla- 
cUlmed within a reoaonable time after the 
holder of the power drat became aware of tta 
exljLteoce. 

11.678 (d)-l Renunciation of power. 
Section 678 (a) does not apply to a power 
which has been renounced or disclaimed 
within a reasonable time after the holder 
of the power first became aware of its 
existence. 

IP. R. Doc. 56-4163: Piled, May 23, 1956; 

4:61 p. m.] 


I 26 CFR C1954) Port 511 1 

CeiriRAL RECULATlOltS UWDga INCOMI Tax 
CoNVgNTXow BrrwKEif UarrxD States 
AKD Finland 

woncx OF PROPOaED tULE MAKING 

Notice is hereby given, pursuant to 
the Administrative Procedure Act, ap¬ 
proved June 11. 1946. that the regula¬ 
tions set forth In tentative form below 
ore proposed to be prescribed by the 
Commissioner of Internal Revenue, with 
the approval of the Secretary of the 
Treasury or his delegate. Prior to the 
final adoption of such regulations, con¬ 
sideration will be given to any data, 
views, or arguments pertaining thereto 
which are submitted in writing in dupli¬ 
cate to the Commissioner of Internal 
Revenue. Attention: T:I, Washington 
25, D. C., within the period of thirty 
days from the date of publication of this 
notice In the Fedcial Recistei. The 
Pmpotsed regulations are to be issued 
nndcr the authority contained in section 
7805 of the Internal Revenue Code of 
1»54 (68A SUt. 917: 26 U. 8. C. 7805) and 
Article yyir of the Income tax conven¬ 


tion between the United States and Fin¬ 
land proclaimed by the President of the 
United States on December 22. 1952. 

[seal] Russell C. Harrincton. 
Commissioner of Internal Revenue. 

See. 

511.101 lotroduotory. 

511.192 Appllcahle provUlona of law. 

611.103 Scope of the convention. 

511.104 DeaniUona. * 

511.105 Induatrlol and commercial proflU. 
611.100 Control of m United Statea enur- 

prtse by a Plnniah enUrprIae. 

511.107 Income from operation of ahipa or 

aircraft. 

511.108 Dividends. 

511.109 Intereot. 

011.110 Copyright royoltlea. 

511.111 Real property Income and natural 

reoDurce royoltiea. 

511.112 Ooremment wages, aolortes, and 

penalona. 

011.113 Private ponslona and life annuttleo; 

511.114 Compenoation for labor or poraonol 

atrvfcea. 

511.115 Dividends and Intereat paid by a 

FlnnUh corporation. 

511.116 Vlaltlng profetaorm or teachcra. 

511.117 Studenu or apprentices. 

511 118 Credit against United SUtea tax for 
FlnnUh tax. 

511.119 Exchange of information. 

511.130 Double taxation dolma. 

511.131 BeneAclarlee of on eatate or trust. 
511423 Members of a portnerahlp. 

511.123 Withholding reguUtiouA. 

1511.101 Introductory. The Income 
tax convention between the United States 
and Finland, signed March 3. 1052, and 
proclaimed by the President of the 
United SUtes on December 22. 1952, 
hereinafter referred to as the convention, 
provides as follows, effective ^or taxable 
years beginning on or after January 1, 
1952: 

ASTfCLK 1 

(1) The taxes referred to In thU Conven¬ 
tion arc: 

(a) In the case of the United Statea of 
America: 

The l\Hleral income tax. Induding axir- 
toxee and exoeea proflta toxco. 

(b) In the cneo of Finland; 

The State (National) Income tax. 

(2) The preaent Convention iholl also ap¬ 
ply to any other ioxea of a auhatontially 
similar character Impoeod by cither con¬ 
tracting State aubsequtntiy to the date of 
signature of the present Convention. 

axttclc n 

(1) Aa used In IhU Convention: 

(a) The term -United SUtea" means 
United SUtea of America, and when uaed 
In a geographical sense Includes only the 
SUtea. the Terri lories of Alaska and Ha¬ 
waii, and the DUtrlct of Columbia. 

(b) The term -Finland- means the Re¬ 
public of Finland. 

(c) The term -permanent establishment** 
means a branch omce. factory, warehouse or 
other fixed place of bualncaa. but does not 
Include the casual and temporary use of 
merely storage facilities, nor does It In¬ 
clude on agency unleea the agent has and 
exercises a general authority to negotiate 
and conclude contracts on behalf of on 
enterprise or has a stock of mefchondlae 
from which ho regularly fllU orders on lU 
behalf. An enterprise of one of the oon- 
trocUng SUtea shall not be deemed to 
have a permanent aaUblUhment In the other 
8UU merely because It carrlea on bualneas 
dealings in auch other SUte through a bona 
fide commission agent, broker or custodian 
acting In the ordinary course of his busi¬ 
ness os such. The fact that on enterprise 


of one of the contrmeUng SUtes maintains 
In the other SUU a fixed plsoe of busi¬ 
ness exclualvely for the purohoae of goods 
or merchandise shall not of ItacU consti¬ 
tute auch fixed place of btialneas a perma¬ 
nent eaUbllshment of such enterprise. The 
fact that a corporation of one oonlroeting 
SUte has a subaidlary corporation which 
Is B corporation of the other StaU or which 
U engaged In trade or bualneaa In the 
other SUte ehoU not of itself oonstttuta 
that subsidiary corporation a permanent ee- 
Ubllahment of lu parent corporation. 

<d) The term -enterprise** includes every 
form of undertaking whether carried on by 
on Individual, portnerahlp, corporation, or 
any other entity. 

(e) The term ••enterprise of one of the 
contracting SUtea- means, os the esse may 
be. -United SUUs entetiulse- or -Finnish 
enterprise**. 

(f) The term ''United SUtes enterprise- 
means an enterprise carried on in the United 
States by a resident or partnership of the 
United SUtea or by a United SUtes corpora^ 
lion or other entity; the Urtn "United SUtee 
conxiratlOD or other entity- means a corpo- , 
ration or other entity created or organixed 
in the United SUtea or under the law of the 
United Statea or of any SUte or Territory of 
the United SUtea. 

(g) The term *'PlnnUh enterprise- means 
an tnUrprlse carried on la Finland by a resi¬ 
dent or partnership of Finland or by a Finn¬ 
ish corporation or other entity: the term 
-Finnish corporation or other entity" means 
a corporation or other entity created or or¬ 
ganised In Finland or under FlnnUh law. 

(h) The term -competent authorltiea** 
means, in the case of the United SUtea the 
Commissioner of Internal Revenue os au¬ 
thorized by the Secretary of the Treasury; 
and In the cose of Finland, the Taxation 
Department of the MlnUtry of Finance. 

(3) In the application of the provtslons 
of the present Convention by one of the con- 
tro^ng SUtea any term not otherwise de¬ 
fined shall, unless the conuxt otherwise re¬ 
quires. have the meaning which such term 
has under the tax laws of that SUte. 

AsncLS m 

(1) An enterprise of one of the contracting 
SUtes shall not be subject to taxation in the 
other contracting SUte In respect of lU 
IndListrlal and commercial profiu unless It 
la engaged In trade or business In such other 
State through a permanent eaUbllshment 
situated therein. If U U so engeged such 
other SUte may Impose lU Ux upon the 
entire income of auch enterprise from aources 
within auch other State. 

(2) In determining the Industrial or com¬ 
mercial pE(>fiu from sources within the terri¬ 
tory of one of the contracting SUtea of an 
enterprise of the other contracting State, 
no p^U shall be deemed to arise from 
the more purchase of goods or merchandise 
within the territory of the former contract¬ 
ing State by such enterprise. In the deter¬ 
mination of the not induatnsl and commer¬ 
cial profits of the permanent establishment 
there shall be allowed oa deductions all ex- 
peniea. wherever Incurred, reasonably allo¬ 
cable to the permanent csUbllshmant, In¬ 
cluding executive and general administrative 
expenses so allocable. 

(3) Where on enterprise of one of the con¬ 
tracting States is engaged In trade or bu&lnesa 
In the territory of the other contracting SUU 
through a permanent eaUbllshment situated 
therein, there shall be attributed to such 
permanent esUblUhment tbe industrial or 
commercial profits which It might be ex¬ 
pected to derive IX It were an independent 
enterprise engaged In the some or similar 
activities under the same or similar condi¬ 
tions and dealing at arm's length with tho 
enterprise of which It Is a permanent esUb- 
Uahmeni and tbe proflU so attributed shall, 
subject to the Uw oC such other contracUng 
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state, be deemed to be tnoome from sotxrcM 
within the territory of such other contruct- 
liig State. 

(4) The competent authorlUee of the two 
contracUng States may lay down nilea by 
agreement for the apportionment of indus¬ 
trial and commercial profile. 

AmcuL Vf 

Wliere an enterprise of one of the con¬ 
tracUng Statea, by reason of 'lU participa¬ 
tion In the management or the financial 
structure of an enterprise of the other con¬ 
tracting State, makes with or imposes on 
the latter, in their commercial or financial 
relations, conditions different from those 
which would bo made with an Independent 
enterprise, any profits which would normally 
have accrued to one of the enterprises but 
by reason of those conditions have not ao 
accrued, may be Included In the profits of 
that enterprise and taxed accordingly. 

Asmcijc V 

(1) Income which an enterprise of one 
of the contraoUng Statea derives from the 

. operation of ships or aircraft registered 

State shall be exempt from taxation 
In the other contracting state. 

(2) The present ConvenUon shall be 
deemed to have superseded, as of the effec¬ 
tive date of this Convention, the arrange¬ 
ment between the United Statea and Finland 
providing for relief from double Income tax¬ 
ation on shipping profits, effected by ex¬ 
change of note* dsted June 6. 1M0. and 
January 7. 1247. 

Aincui Yl 

(I) The rate of United States tax on divi¬ 
dends derived from a United SUtes corpora¬ 
tion by a resident or corporation or other 
entity of Finland, not engaged in trade or 
business In the United Statea through a 
permanent establishment therein, shall not 
exceed 15 percent: provided that such rate 
of tax shall not exceed 6 percent if such 
Finnish eorporaUon controls, directly or Inl- 
dlrecUy, at least 05 percent of the entire 
YoUng power In the corporation paying the 
dividend, and not more than 25 percent of 
the gross Income of such paying eorporaUon 
is derl\*ed from interest and dividends, other 
than Interest and dividends from Its own 
subsidiary corporation. Such roducUon of 
the rate to 5 percent shall not apply tf the 
relatlonehlp of the two corporations has 
been arranged or Is maintained primarily 
with the intention of securing such reduced 
rate. 

12) The rate of Finnish tax on dividends 
derived from a Finnish corporation by a 
resident or corporation or other enUty of the 
United States, not engaged In trade or busi¬ 
ness In Finland through a permanent estab¬ 
lishment therein, shall not exceed 15 per¬ 
cent: provided that such rate of tax shall 
not exceed 5 percent if such United States 
corporation controls, directly or IndlrecUy. 
at least 05 percent of the entire voting power 
in the corporation paying the dividend, and 
not more than 25 percent of the gross Income 
of such paying corporation Is derived from 
interest and dividends, other than Interest 
and dividends from Its own subsidiary cor¬ 
poration. Such reducUon of the rate to 5 
percent ahall not apply If the relaUonahlp of 
the two corporations has been arranged or is 
maintained primarily vrlth the Intention of 
securing such reduced rate, ^r the pur¬ 
poses of this paragraph the combined Fin¬ 
nish tax on such dividends and the Finnish 
property tax on the capital stock of a Finnish 
corporation owned by such resident or cor- 
poraUon of other enUty shall not exceed 
an amount computed at such rates as applied 
to dividends. If any, so derived. 

AXTtcLx vn 

(1) Interest on bonds, aecurltles. notes, 
dsbentures, or on any other form of In- 


PROPOSED RULE MAKING 

debtednen derived from sources within one 
of the contracting Statea by a resident or 
corporation or other entity of the other con¬ 
tracting State, not having a permanent 
establishment In the former State, shall be 
exempt from tax by such former State. 

(2) Bonds, bank deposits and trade bal¬ 
ances beneficially owned by a resident or 
corporation or other entity of the United 
Slates shall be exempt from tbe Flifnlsh 
property tax. 

AimcLX vm 

Royalties for the right to use copyiights or 
in respect of the right to produce or repro¬ 
duce any literary, dramatic, musical, or arils- 
tie work (but not Inoluilve of rents or royal¬ 
ties In respect of motion picture films) de¬ 
rived from sources within one of tbs con¬ 
tracting States by a resident or corporation 
or other entity of the other conuacung State, 
not engaged In trade or business In the 
former State through a permanent establish- 
ment therein, shall be exempt from tax Im¬ 
posed by siKih former State. 

ASTICXX JX 

(1) tnoome from real property (not In¬ 
cluding Interest derived from mortgages and 
bonds secured by real property) and royal¬ 
ties In respect of the oneratJon of mines, 
quarries, or other natural resources, shall tw 
taxable only In the contracting Stale In 
which such property, mines, quarries, or 
other rratural resources are situated. 

(2) A resident or corporation or other 
entity of one of the contracting Statea 
deriving any such tnoome from sources 
arlthln the other contracting State may. for 
any uxable year, elect to be subject to the 
tax of such other contracting Stats as If 
such resident or corporation or other en¬ 
Uty were engaged In trade or business within 
such other contracting State through a per¬ 
manent establishment therein during such 
taxable year. 

AWTtetZ X 

(1) (a) Wages, salaries and similar com¬ 
pensation and pensions, paid by the United 
States or by the political subdivisions or 
terrllories thereof to an Individual (other 
than a Finnish cltijien who la not also a 
citizen of the United States) shall be exempt 
from Finnish tax. 

(b) Wages, salaries and similar compen- 
aaticn and pensions, paid either directly, or 
from funds or Institutions created, by Fin¬ 
land or by the political subdivisions or com¬ 
munities thereof, to an Individual (other 
than a United States citizen who is not also 
a cltlBen of Finland) Shall be exempt from 
United States tax. The term **runds or in- 
sUtutkms** shall not be deemed to Include a 
corporation even If such corporation la 
owned. In whole or In part, by the Govern¬ 
ment of Finland. 

(2) Private pensions and life annuities 
derived from within one of the contracUng 
States and paid to Indivlduala residing in 
the other contrsctlng State shall be exempt 
from taxaUon In the former State. 

(3) The term ‘‘pensions**, ss used In this 
Article, means peUodle paymenu made In 
consideration for services rendered or by 
way of compensation for Injuries received. 

(4) The term **life annulUea** ss used in 
this ArUcle means a stated sum payable 
periodically at stated Umes during life, or 
during a specified number of years, under an 
obligation to make the paymenta in return 
for adequate and full consideration in UMmey 
or money's worth. 

AXTICLX XX 

(i> A resident of Finland shall be exempt 
from United States tax upon compensation 
for labor or personal services (Including the 
practice of the liberal and artlsUc protee- 
alons) If he Is temporarily present In the 
United States for a period or periods not 
exceeding a total of 183 days during the 


taxable year and either of the followiof 
eondlUons is met: 

(a) His compensaUon is received for labor 
or personal services performed as an em¬ 
ployee of. or under ooiitract with, a resident, 
car eorporaUon or other entity of Finland, or 

(b) Kls oompensaUon received for labor 
or personal services doea not exceed flOjOOO. 

(2) *rhe provisions of paragraph (1) o( 
this Article shall apply, mutatls mutandis, 
to a resident of the United States with re¬ 
spect to compensation for such labor or 
personal services performed In Finland. 

(3) The provisions of this Article shall 
have no application to the income to which 
ArUclo X (U relates. 

Asncui xn 

(1) Dlvldeivds and interest paid by a Fin¬ 
nish eorporaUon shall be exempt froBS 
United States tax except where the recipient 
is a citizen, resident or corpuraUon or other 
entity of the United States. 

(2) Dividends and Interest paid by a 
United States corpomUon shall be ezeoipt 
from Finnish tax except where the recipient 
Is a resident or corporation or other enUty 
of Finland. 

Aincuc XU. 

A profcswjr or teacher, a resident of oos 
of the contracting Statea, wbo temporarily 
vlBlu the lerrllory of the other oontracUng 
State for the purpose of teaching for a pe¬ 
riod not exceeding two years at a tmivenlty, 
college, school or other educational institu¬ 
tion In the other ooutmeting State, shall be 
exempted in such other contracting SUls 
grom tax on his remuneraUon for such 
• teaching for such period. * 

AXTZCtJIXlY 

A student or apprentice, a resident of one 
of the oontracUng Statea. who temporjirlly 
visits the other contracting State exclusively 
for the purposes of study or for acquiring 
busineas or technical experience ahall not 
be taxable in the latter State In respect of 
remittances received by him from abroad for 
the purpose of his maintenance or ttixUes. 

AX-nCLX XV 

(1) It Is agreed that double taxaUon ihafl 
be avoided In the following manner: 

(a) The United States In determining Its 
taxes speolficd In ArUcle I of this Oonventicm 
In the ease of Its citizens, residents or cor- 
poraUons may, regardless of any other pro¬ 
vision of this OonvenUon. Include In tbe bsslt 
upon which such taxes are imposed all items 
of Income taxable under tbe revenue laws of 
the United SUtes ss If this Convention lud 
not come Into effect. The United Statea ihall. 
however, subject to the provisions of seciloii 
181, Internal Revenue Code, as In effect on 
the date of the entry Into force of UUs Con¬ 
venUon, deduct from iU taxes the amount or 
Finnish Uxea specified In ArUcle X of this 
OonvenUon. 

(b) Finland in determining lU taxe* spsU- 

lied In ArUcle I of this Convention In the cast 
of lU realdenU or corporations or other en* 
tlUes may. regardless of any other provision 
of this Convention. Include In the basis 
which such taxes are Imposed all items m 
Income Uxable under the revenue laws of 
Finland as If this OonvenUon has not cctofi 
Into effect. Finland shall, however, deduct 
from the uxea so calculated that portion 
of such tax lUblllty which the taxpayer» l^ 
come from sources In the United SUtes (n^ 
exempt from United SUtes tax under tw» 
Convention) bears to the taxpayer's entire 
Income but not In excess of the. Income tai 
paid to the United SUtes and to the poUtl^ 
subdlrlslons thereof on or with respect to the 
income so Uxable In the United States. 

(2) The provisions of this Article shall not 
be construed to deny the exempUons from 
United SUtes tax or Finnish tax. as the earn 
may be. granted by ArUcle X (1) ot uh> 
Convention* 
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AKTXCUI XU 

Tbt cittxtna of one of the oontracttoff 
SUtct tbAll not. whllo resident In the other 
contrecUnc Staia« be aubjoctod therein to 
other or more burdenaoma taxes than are 
tlM dtiaena of such other oonUacUng State 
realdlng in ita territory. As used in this 
pan graph, 

(s) The term **oltlxens** Includes all legal 
ps^ns, partnerships, and associations 
created or organized under the laws In the 
mpecUre contracting States, and 

(b) The term **taxea“ means taxes of 
every bind or description whether nation, 
Ffdersl. state, communal or municipal, 

aimaLS xvn 

The competent authorities of the contract* 
tog Sts tea shall exchange such Information 
(being Information arallable under the re¬ 
spective taxation laws of ihs contracting 
Sutea) aa is necessary for carrying out the 
prorlslons of the present Convention or for 
the prevention of fraud or the administra¬ 
tion of statutory provisions against tax 
avoidance In relation to the taxes which 
are tht subject of the present Convention. 
Any Information ao, exchanged ahall be 
treated as secret snd shall not be disclosed 
to soy person other than those concerned 
with the asseiaroent and oollcctlon of the 
taxes which are the subject of the present 
Oonventlon. No information ahall be ex¬ 
changed which wrould disclose any trade 
sscrtt or trade process. 

AKTICLS XVIlf 

Ibkch of the oontrseting States may collect 
taxes, which are the subject of this Conren- 
Uoo. Imposed by the otber contracting State 
(as Uiougb such tax were a tax Imposed by 
the rnimer State) as will ensure thst the 
exemption or reduced rate of tax granted 
itader the preaent Convention by such other 
State ahall not be enjoyed by persons not 
tottUed to such benefits. 

aarxcLS xnc 

1%e State to which application Is made for 
j^on imtion or asalstance ahall comply as 
Mon as possible with the request addressed 
to It except that such Stats may refuse to 
comply With the request for reasons of public 
policy or It oompUanoo would Involve viola¬ 
tion of a trade, buslneas. Induitrlal, or pro- 
teislonal secret or trade proesaa. 

asncLB XX 

Where a taxpayer ahowa proof that the 
•^on of the revenue authorlilea of the con¬ 
tracting Btatea haa resulted In double taxa¬ 
tion in hla caas In respect of any of the taxes 
to which the present Convention relates, he 
^11 be entitled to lodge a claim with the 
wtate of which be la a cltlaen, or If he La not 
t citizen of either of the contracting States, 
^th the State of which he la a resident, or, 
W the taxpayer la a eorpcratlon or other en¬ 
tity. with the State In which It la created or 
Wganixed. Should the claim be upheld, the 
ooenpetent authority of auch State may come 
to ^ agreement with the competent author¬ 
ity of the other State with a view to equitable 
AvolOancs of the double taxation In question. 

ASTTOJI XXt 

U> The proTlalons of this Convention ahall 
Bot be construed to deny or affect In any 
^tiner the right of diplomatic and oonaular 
®®c«ra to other or additional exempUona 
®ow enjoyed or which may hereafter be 
floated to auch oflloera. 

<«) The provtstona of the present Conven- 
«on shall not be construed to restrict in any 
“JJ^oer any exemption, deduction, credit or 
allowance accorded by the lawa of one 
the contracting States In the determinm- 
of the tax Imposed by such State. 

(e) Should any difficulty or doubt arise 
^ to the Interpretation or application of the 


present Convention, or Its relstlonshlp to 
OonvenlloDs between one of the oontractlng 
States and any other State, the competent 
authorities of the contracting States may 
settls the question by mutual agreement. 

AxncLM xxn 

(1) The competent authorities of the two 
contracting States may prescribe regulations 
necessary to Interpret and carry out the 
provisions of this Convention. With respect 
to the provisions of this Oonvention relating 
to exchange of information and mutual 
asslatance in the ooUecUon of taxes, such 
authorites may, by common agreement, pre¬ 
scribe rules concerning matters of procedure, 
forms of application and replies thereto, con¬ 
version of currency, disposition of mmounia 
collected, minimum amounts subject to col¬ 
lection and related matters. 

(2) The competent authorities of the two 
contracting States may communicate with 
each other directly for the purpose of giving 
effect to the provisions of this Convention. 

Avncui xxm 

<1) The present Convention shall be rati¬ 
fied and tbs Instrumenta of ratification shall 
be exchanged at HelslnJtl as soon as possible. 
It shall have effect for the taxable years be¬ 
ginning on or after the first day of January 
of the year In which such exchange takes 
place. 

(2) The present Oonvention shall continue 
effective for a period of five years and in¬ 
definitely after that period, but may be 
terminated by either of the contracting 
States St the end of the five-year period, or 
at any time thereafter, provided that at least 
six months' prior notice of termination has 
been given snd. In such event, the present 
Convention shall cease to be effective for the 
taxable years beginning on or after the first 
day of January next following the ezplrsUon 
of the six-month period. 

Done at Washlngtom In duplicate. In the 
English and Finnish IfCngusges. the two texts 
having equal authenticity, this third dsy of 
March. 1952. 

For ths President of the United States of 
America: 

(seal] Dxaw Acnxsoiv. 

For the President o^ the Itepublle of 
Finland: 

[SXAX.) Johan A. Ntkotp. 

PSOCX.AMATION ST TttX PaXSXOXKT OF TItX 

Unitkd States Datxo Dscsmdss 22, 1952 
• • • • • 

And whereas the Ssnste of the United 
States of Amerlcs. by their resolution of July 
4. 1952. two-thirds of the Senators present 
concurring therein, did advise and consent 
to the ratification of the aforesaid convtn- 
Uon; 

And whereas the aforesaid convention 
eras duly rsOfled by the President of the 
United States of America on July 21, 1952. 
In pursuance of the aforesaid advice and 
consent of the Senste. and the aforesaid 
convention was duly ratified on the part of 
the Republic of Finland: 

And whereas the respective Instruments of 
ratification of the aforesaid convention were 
duly exchanged at Helsinki on December 18, 
1952. and a protocol of exchange of instru¬ 
ments of ratification was signed at the place 
and on thst date by ths respective Pleni¬ 
potentiaries of the United Ststee of America 
and the Republic of Finland; 

And whereas It la provided In Article 
xxm of the aforesaid convention that the 
convention shall have effect for the taxable 
years beginning on or after the first dsy of 
January of the year In which ths exchange 
of lastruments of ratification takes place: 

Now, therefore, be It known thst I. Harry 
8. Truman, President of the United States of 
America* do hereby proclaim and make 


pubhe the aforesaid convention to the end 
that the aald eonventloo and each and every 
article and clause thereof may be observed 
and fulfilled with good faith by the United 
States of America and by the clUaens of the 
United States of America and all other per¬ 
sons subject to the jurisdlctton thereof. 


{511.102 Applicable prtnfislons o/ 
law —(a) General The Internal Rev¬ 
enue Code of 1954 provides in part as 
follows: 

SUVTTn.X A-—INCOMX Taxbb 


Sec. 894. income exempt under treatp. 
Income of any kind, to the extent required 
by any treaty obligation of the United States, 
shall not be Included In g ro ss Income snd 
shall be exempt from taxation under this 
subtitle. 


SUariTLX P—PBOCEDUSE an® AOMlNtSTXATlON 
• • • • • 

Sec. 7806. Ruicj and rcffulaiione —(a) Au- 
thorication. Except where such authoHty la 
expressly given by this title to any person 
other than an officer or employee of ths 
Treasury Dcpartmcni. the Secretary or hU 
delegate shall prescribe all needful rules and 
regulations for ths enforcement of this title, 
including sU rtUes and regulations aa may 
be necessary by reason of any alteration of 
law In relation to Internal revenue. 

(b) JtetroacHtniy of regulationM or ruPnge, 
The Secretary or his delegsts may prescribe 
the extent. If any. to which any ruling or 
regulation, relating to the Internal revenue 
laws, ahall be applied without retroactive 
effect. 


fb) internal Revenue Code of J9S9. 
Any reference In II 511.101 to 611.123 to 
any provision of the Internal Revenue 
Code of 1954 shall, where applicable, be 
deemed also to refer to the corresponding 
provision of the Internal Revenue Code 
of 1939. 

(c) Effective date of reaulatiom. 
Pursuant to sections 894 and 7805 of the 
Intemai Revenue Code of 1954. Article 
xxn of the convention, and other pro¬ 
visions of the intemai revenue laws, 
11511.101 through 511.123, are hereby 
prescribed effective for taxable years be¬ 
ginning on or after January 1,1952. All 
regulations inconsistent herewith are 
modified accordingly. 

I 511.103 Scope of the conrenflon— 
(a) Purposes of convention. The pri¬ 
mary purposes of the convention, to be 
accomplished on a reciprocal basis, are to 
avoid double taxation upon certain items 
of income derived from sources in one 
coimtry by residents or corporations or 
other entities of the other country and 
to provide for administrative coopera¬ 
tion between the competent tax authori¬ 
ties of the two countries looking to the 
avoidance of double taxation and the 
prevention of fiscal evasion. 

(b) Exemption from United States tax. 
The following items of income are not 
Included in gross income and are exempt 
from United States tax for taxable years 
beginning on or after January 1, 1952. 
subject to the respective articles of the 
convention: 

<1> Industrial and commercial profits 
of a Finnish enterprise having no perma¬ 
nent establishment in the United States 
(ArUcle ni); 
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(2) Income derived by a Finnish enter¬ 
prise from the operation of ships or air¬ 
craft registered in Finland (Article V); 

(3) Interest derived by a nonresident 
alien who is a resident of Finland, or by 
a Finnish corporation or other entity, if 
such alien, corporation, or other entity 
has no permanent establishment in the 
United States (Article VII); 

(4) Copyright royalties, and other like 
amounts (but not including motion pic¬ 
ture Aim rentals or royalties) derived by 
n nonresident alien who is a resident of 
Finland, or by a Finnish corporation or 
other entity, if such alien, corporation, or 
other entity has no permanent establish¬ 
ment in the United States (Article Vm); 

(5) Compensation and pensions paid 
by Finland to an alien individual, and 
to a citizen of Finland who is also a 
citizen of Uic United States (Article X); 

(6) Private t)ensions and life annui¬ 
ties paid to a nonresident alien who Is 
a resident of Finland (Article X): 

(7) Compensation, subject to certain 
limitations, for personal services per¬ 
formed in the United States by a non¬ 
resident alien who is a resident of Fln- 
Ixmd (ArticleXI); 

(8) Dividends and interest paid by a 
Finnish corporation except where the 
recipient is a citizen, resident, or cor¬ 
poration or other entity of the United 
States (Articlexn): 

(9) Remuneration derived from cer¬ 
tain teaching in the United States by a 
professor or teacher who Is a nonresi¬ 
dent alien residing in Finland (Article 
XIll); and 

(10) Remittances received from 
abroad for the purpose of maintenance 
or studies by a student or apprentice, 
a nonresident alien residing In Finland, 
who is temporarily present in the United 
States under specified circumstances 
(Article XIV). 

(c) Reduced rates of United States 
tax. Dividends derived from a domes¬ 
tic corporation by a nonresident alien 
who is a resident of Finland, or by a 
Finnish corporation or other entity, are 
subject to United States tax at reduced 
rates, if such alien, corporation, or other 
entity has no permanent establishment 
in the United States (Article VI). 

(d) Ufiited States citizens, residents, 
and corporations, (1) Any citizen of 
Finland who l.s a resident of the United 
States is liable to United States tax 
as though the convention had not come 
Into elTect; however, such alien resident 
of the United States Is entitled to a 
credit against United States tax for Fin¬ 
nish tax in accordance with Article XV 
and Is also entitled to the benefits of 
ArUcles X (1). XVI. and XXI. 

(2) A citizen of the United States, even 
though resident in Finland, or a domesUc 
corporation, even though engaged in 
trade or business In Finland through a 
permanent establishment situated there. 
In. is liable to United States tax as though 
the convention had not come into effect 
but is likewise entitled to a credit against 
United States tax for Finnish tax and. 
to the extent applicable, to the benefits of 
ArticleX (1). 

(c> Other provisions applicable to 
Finnish residents and corporations. Ex¬ 
cept as otherwise expres^ provided by 
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the convention, the United States tax 
liability of a nonresident alien who is a 
resident of Finland, or of a Finnish cor¬ 
poration or other entity, is determined in 
accordance with the provisions of the 
Internal Revenue Code of 1954 relating 
to nonresident alien individuals and for¬ 
eign corporations. 

(511.104 Definitions —(a) General. 
Any term defined in the convention or 
}| 511.101 to 511.123 shall have the 
meaning so assigned to it; any term not 
so defined shall, unless the context other¬ 
wise requires, have the meaning which 
such term has under the internal revenue 
laws of the United States. 

(b> Specific terms. As used in 
H 511.101 to 511.123; 

(1) United States tax. The term 
‘TJnitcd States tax” means the Federal 
Income taxes. Including surtaxes and ex¬ 
cess profits taxes, and any other income 
or profits tax of a substantially similar 
character imposed by the United SUtes 
after March 3.1952. 

(2) Finnish tax. The term “Finnish 
tax” means the State (National) income 
tax and any other taxes of a substan¬ 
tially sinular character imposed by 
Finland after March 3, 1952. 

(3) United States. The term **United 
States” means the United States of 
America; and. when used in a geograph¬ 
ical sense, includes only the States, the 
Territories of Alaska and Haw^aii. and 
the District of Columbia. 

(4) Finland. The term “Finland” 
means the Republic of Finland. 

(5) Permanent establishment — (i) 
Fixed place of business. The term “per¬ 
manent establishment” means a branch 
office, factory, warehouse, or other fixed 
place of business, but does not include 
the casual and temporary use of merely 
storage facilities. It implies the active 
conduct of a business enterprise. Hie 
mere ownership, for example, of timber- 
lands or a warehouse in the United 
States by a Finnish enterprise does not 
mean that such enterprise, in the ab¬ 
sence of any business activity therein, 
has a permanent establishment in the 
United SUtes. The fact that a Finnish 
enterprise maintains in the United 
SUtes an office or other fixed place of 
bu5inee» used exclusively for the pur¬ 
chase for such enterprise of goods or 
merchandise shall not of Itself consti¬ 
tute such fixed place of business a 
permanent esUblishmcnt of such enter¬ 
prise. 

(li) Agency. A Finnish enterprise 
which has an agency in the United SUtes 
does not thereby have a permanent es- 
Ubllshment In the United SUtes. unless 
the agent has. and exercises, a general 
authority to negotiate and conclude con¬ 
tracts on behalf of such enterprise or 
unless he has a stock of merchandise 
from which he regularly fills orders on its 
behalf. If the enterprise has an agent 
in the United SUtes who has power to 
contract on Its behalf, but only at fixed 
prices and under conditions determined 
by such principal, it does not thereby 
necessarily have a permanent esUbllsh- 
ment In the United States. The mere 
fact that an agent of a Finnish enter¬ 
prise—assuming he has no general au¬ 
thority to negotiate and conclude 


contracts on behalf of his principal^ 
maintains samples, or occasionally fiUg 
orders from incidental stocks of goodi 
mainUined, In the United SUtes does 
not of itself meon that such enterprise 
has a permanent esUblishment in the 
United SUtes. The mere fact that sales* 
men. employees of a Finnish enterprise, 
promote the sale of their employers 
products In the United SUtes or that s 
Finnish enterprise transacts business in 
the United SUtes by means of mail order 
activities dees not mean that such enter¬ 
prise has a permanent esUblishment in 
the United SUtes. A Finnish enterprhe 
shall not be deemed to have a permanent 
esUblishment in the United States 
merely because It carries on business 
dealings in the United States through 
a bona fide commission agent, broker, 
or custodian, acting in the ordinary 
course of his business as such. 

(iii) Subsidiary corporation. The 
fact that a Finnish corporation has % 
domestic subsidiary corporation, or a 
foreign subsidiary corporation w^hlcb U 
engaged in trade or business in the 
United States through a permanent cs- 
Ubllshment situated therein, does not of 
itself constitute either subsidiary corpo¬ 
ration the United SUtes permanent es¬ 
Ublishmcnt of the Finnish parent 
corporation. 

(6) Enterprise. The term ^enter¬ 
prise” means any form of commere.^U or 
Industrial underUking carried on by an 
individual, partnership, corporation, or 
other entity. It includes such activiU« 
as manufacturing, merchandising, min¬ 
ing. processing, banking, and imuriof. 
It does not Include the rendition of per¬ 
sonal services. Hence a nonresident 
alien individual w ho is a resident of Fin* 
land and who performs personal-services 
is not. merely by reason of such servlcea 
engaged in a Finnish enterprise within 
the meaning of the convention; conse¬ 
quently. his liability to United SUtes tax 
is not determined under Article Ul of 
the convention, if he has not otherwise 
carried on a Finnish enterprise. 

(7) United States enterprise. The 
term “United SUtes enterprise” mea« 
an enterprise carried on in the United 
SUtes by a resident of the United SUtei, 
by a partnership of the United Statff. 
or by a United SUtes corporation or 
other entity. 

(8) United States corporation or other 

entity. The term “United SUtes coipo- 
ratlon or other entity” means a corpo¬ 
ration or other entity created or organ¬ 
ized in the United SUtes or under the 
law of the United SUtes or of any State 
or Territory of the United SUtes. 

(9) Finnish enterprise. The term 
“Finnish enterprise” means an enter¬ 
prise carried on In Finland by a non¬ 
resident alien individual who is * 
resident of Finland, by a partnership of 
Finland, or by a Finnish corporation or 
other entity. Thus, an enterprise car¬ 
ried on wholly outside Finland by a Fin¬ 
nish corporation is not a Flnnhh 
enterprise within the meaning of th< 
convention. 

(10) Finnish corporation or other en¬ 
tity. The term “Finnish corporation or 
other entity” means a corporaUon or 
other entity created or organized in Fin* 
land or under Finnish law. 
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(11) Industrial and commercial profits. 
The term “Industrial and commer- 
eul proflU'* means profits arising from 
InduatriaL commercial, merchantlle. 
manufacturing, and like activiUes of an 
cnierpiise. It does not include invest¬ 
ment Income such as dividends, interests, 
rents, or royalties, or remuneration for 
personal services. In determining the 
mdustrial and commercial profits from 
sources wiUiln the United States of a 
Finnish enterprise, no profits shall be 
deemed to arise from the mere purchase 
of Roods or merchandise within the 
United States by such enterprise. More¬ 
over. in determining such profits of the 
United States permanent establishment 
of such enterprise, there shall be al¬ 
lowed ns deductions all expenses, wher¬ 
ever incurred, which are reasonably 
allocable to the permanent establish¬ 
ment. including executive and general 
administrative expenses so alloc^able. See 
sections 861 through 864. Internal Rev¬ 
enue code of 1954. and the regulations 
thereunder. 

<12) Commissioner. The term'’Com- 
mUsloner^ means the Commissioner of 
Internal Revenue or his authorized rep¬ 
resentative. 

(13) Taxation Department of the 
Ministry of Firiance. The term ‘Taxa- 
Uon Department of the Ministry of Fi¬ 
nance** means the Taxation Department 
of the Ministry of Finance of Finland. 

1511.105 Industrial and commercial 
proAts-^ia) General. (l> Article III 
of the convention adopts the principle 
that an enterprise of one of the contract¬ 
ing States shall not be taxable by the 
other contracting State upon its Indus* 
trial and commercial profits unless dt is 
engaged in trade or business in the latter 
State through a permanent establish¬ 
ment situated therein. Accordingly, a 
Rnnlsh enterprUe Is subject to United 
States tax upon its industrial and com¬ 
mercial profits, to the extent of such 
profits from sources within the United 
States, only if it Is engaged in trade or 
business in the United States at some 
time during the taxable year through a 
permanent establishment situated 
therein. 

(2) From the standpoint of the United 
States tax. the article has application 
only to a Finnish enterprise and its In- 
duAtrial and commercial profits from 
sources within the United States. Thus, 
a nonresident alien Individual who is a 
citizen of Finland, or a Finnish corpora¬ 
tion or other entity, carrying on an en¬ 
terprise which is not Finnish. Is subject 
lo tax on such Income of such enterprise 
pursuant to section 871 (o> or section 
B82 <a>. Internal Revenue Code of 1954. 
if such alien, corporation, or other entity 
bos engaged in trade or business in the 
United States at any time during the 
taxable year, even though it has not had 
a permanent establishment therein at 
any time within such year. 

(b> Mo United States permanent es- 
t<iblishment. A Finnish enterprise is not 
onbject to United States tax upon its 
tndustrial and commercial profits from 
Bounces within the United States, nor 
oball such profits be Included In gross 
income, if it has not at any time during 
Ihe taxable year engaged in trade or 
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business In the United States through a 
permanent establishment situated there- 
Iru For example, if during the taxable 
year an enterprise carried on in Finland 
by a Finnish corporation were to sell 
merchandise in tlie United States 
through a bona fide commission agent 
or broker acting in the ordinary course 
of his business, the profits arising from 
such sale would not be included in gross 
Income and would be exempt from 
United States tax, assuming the enter¬ 
prise docs not otherwise have a perma¬ 
nent establishment in the United States. 
Similarly, if during the taxable year such 
enterprise were to secure orders In the 
United States for merchandise through 
its sales agents whose sole function in 
the United States is sales promotion, the 
orders being transmitted to Finland for 
acceptance, then the profits arising from 
such sales would not be Included in gross 
Income and would be exempt from United 
States tax. 

(c) United States permanent esfob- 
fis/iment—(1> General A Finnish en¬ 
terprise is subject to United States tax 
upon its industrial and commercial prof¬ 
its from sources within the United States 
to the same extent as are nonresident 
aliens or foreign corporations which are 
subject to tax pursuant to section 871 <c) 
or section 882 (a>. Internal Revenue 
Code of 1954, if such enterprise has at 
any time during the taxable year en¬ 
gaged in trade or business In the United 
States through a permanent establish¬ 
ment situated therein. If it is so en¬ 
gaged. it Is subject to United States tax 
upon its entire income from sources 
within the United States except to the 
extent otherwise exempt from United 
States tax. 

(2> Allocation of profits. In the de¬ 
termination of the income taxable to 
such enterprise for purpoecs of the 
United States tax. all industrial and 
commercial profits from sources within 
the United States shall bo deemed to be 
allocable to the permanent establishment 
in the United Stales. Hence, if a Pin- 
nish enterprise which has a permanent 
establishment in the United States at 
some time during the taxable year were 
to sell in the United States, through a 
bona fide commission agent therein act¬ 
ing in the ordinary course of his busi¬ 
ness as such, merchandise which has 
been produced in Finland, the profits 
arising from such sale would be allocable 
to the permanent establishment to the 
extent they are derived from sources 
within the United States, even though 
the sale is made independently of the 
permanent establishment. 

(3) Independent basis. The industrial 
and commercial profits of the permanent 
establishment in the United States shall 
be determined as if the establishment 
were an independent enterprise engaged 
in the same or similar activities under 
the same or similar conditions and deal¬ 
ing at arm's length, or on an izKlependent 
basis, with the enterprise of which it 
is a permanent establishment. Any 
profits so attributed to such permanent 
establishment shall, subject to the pro¬ 
visions of the Internal Avenue Code of 
1954. be deemed to be Income from 
sources within the United States. 
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$ 511.106 Control of a United States 
enterprise by a Finnish enterprise. In 
effect. Article TV of the convention pro¬ 
vides that, if a Finnish enterprise, by 
reason of its control of a United States 
enterprise, imposes on the latter enter¬ 
prise conditions different from those 
which would result from normal busi¬ 
ness relations between independent 
enterprises, the accounts between the 
enterprises shall be adjusted In order to 
ascertain the true taxable income of 
each enterprise. The purpose is to place 
the controlled United States enterprise 
on a tax parity with an uncontrolled 
United States enterprise by determining, 
according to the standard of an uncon¬ 
trolled enterprise, the true taxable in¬ 
come from the property and business of 
the controlled enterprise. The basic ob¬ 
jective of the article is that, if the ac¬ 
counting records do not truly reflect the 
taxable Income from the property and 
business of the United States enterprise, 
the Commissioner shall intervene and. 
by making such distributions, apportion¬ 
ments. or allocations as he may deem 
necessary of gross Income, deductions, 
credits, or allowances, or of any Item or 
element affecting taxable income, be¬ 
tween the United States enterprise and 
the Finnish enterprise by which it is 
controlled or directed, shall determine 
the true taxable income of the United 
States enterprise. The provisions of sec¬ 
tion 482 of the Internal Revenue Code of 
1954, and the regulations thereunder, 
shall, insofar as applicable, be followed 
in the determination of the taxable in¬ 
come of the United States enterprise. 

S 511.107 Income from operation of 
ships or aircraft —(a) Exempt from tax. 
Under Article V of this convention, so 
much of the income from sources within 
the United States of a Finnish enterprise 
as consists of earnings derived from the 
operation of ships or aircraft documented 
or registered in Finland shall not be In¬ 
cluded in gross income and shall be ex¬ 
empt from United States tax. even 
though at some time during the taxable 
year such enterprise has engaged in trade 
or business in the United States through 
a permanent establishment situated 
thereln. 

(b) Prior arranyement superseded. 
Effective with respect to taxable years 
beginning on or after January 1. 1952. 
the convention shall be deemed to have 
superseded the arrangement between the 
United States and Finland providing for 
relief from double income taxation on 
shipping profits, effected by exchange of 
notes dated June 6. 1946, and January 7. 
1947 (Treaties and Other International 
AcU Series. No. 1596; 61 SUt. 26711. 
Accordingly, while the provisions of Arti¬ 
cle V are in effect, no exemption from 
United States tax shall be accorded pur¬ 
suant to. or by reason of. any agreement 
effected by the exchange of such notes. 
This paragraph shall not be construed, 
however, to restrict any exemption 
which, without reference to an exchange 
of notes, is accorded by section 872 (b) 
and section 883 of the Internal Revenue 
Code of 1954. See Article XXI (2) of 
the convention. 

1511.108 Dividends^tay Gencial. 
(1) The rate of United SUtes tax im- 
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posed by the Internal Revenue Code of 
1054 upon dividends derived from a do¬ 
mestic corporation by a nonresidetit alien 
individual who is a resident of Finland, 
or by a Finnish corporation or other 
entity, shall not exceed 15 percent under 
the provisions of Article VI of the con¬ 
vention, if such alien, corporation, or 
other entity at no time during the tax¬ 
able year in wlilch such dividends are de¬ 
rived hsui engaged in trade or business 
within the United States through a per¬ 
manent establishment situated tlM^rcin. 

(2) If. for example, a nonresident 
alien individual who is a resident of Fin¬ 
land performs personal scnices within 
the United States during the taxable 
year, but has at no time during such year 
a permanent establislimcnt within Uie 
United States, he is entitled to the re¬ 
duced rate of tax with respect to divi¬ 
dends derived in that year from a do¬ 
mestic corporation, as provided in Article 
VI of the convention, even though under 
the provisions of section 871 Cc) of the 
Internal Revenue CJode of 1954 he has 
engaged in trade or business within the 
United States during such year by reason 
of his having performed personal serv¬ 
ices therein. 

(b) Dividends poid by related corpo¬ 
ration, The rate of United States ux 
imposed by the Internal Revenue Code of 
1954 upon dividends derived from a do¬ 
mestic corporation by a Finnish corpo¬ 
ration shall not exceed 5 percent under 
the proviso of Article VI (1) of the con¬ 
vention if: 

(1) The Finnish corporation controls, 
directly or indirectly, at the time the 
dividend is paid 95 percent or more of the 
entire voU^ power in the corporation 
paying the dividend; 

(2) Not more than 25 percent of the 
gross Income of the paying corporation 
for the threc-ycar period Immediately 
preceding the taxable year in which the 
dividend is paid consists of dividends 
and interest (otlicr Uian dividends and 
interest received by such paying corpo¬ 
ration from its own subsidiary corpora¬ 
tions, if any'); 

(3) The relationship between the pay¬ 
ing corporation and the Finnish corpora¬ 
tion has not been ari*angcd or main¬ 
tained primarily with the intention of se¬ 
curing the reduced rate of 5 percent; 
and 

(4) The Finnish corporation at no 
time during the taxable year In which 
such dividends are dcri\Td has engaged 
in trade or business within the United 
States through a permanent establish¬ 
ment situated therein. 

(c> Dividends received from a foreign 
corporation. The reduction in the rate 
of United States tax granted by Article 
VI <1> of the convention does not apply 
to dividends received from a foreign cor¬ 
poration which are treated as Income 
from sources within the United States 
under the provisions of section 861 <a> 
(2) (B) of Uic Internal Revenue Code 
of 1954. However, sec the provirions of 
4 511.115 for the exemption from United 
States tax applicable to dividends paid 
by a Finnish corporation. 

1511.109 Interest (a) Interest on 
bonds, securities, notes, debentures, or 
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on any other form of indebtedness, which 
is derived from sources within the United 
States by a nonresident alien individual 
who is a resident of Finland, or by a 
Finnish corporation or other entity, shall 
not be included in gross income and shall 
be exempt from United States tax under 
the provisions of Article VII of the con- 
venUon, if such alien, corporation, or 
other entity at no time during the tax¬ 
able year in which such interest is de¬ 
rived has a permanent establishment in 
the United States. 

(b) Interest on obligations of the 
United States and instrumcntallUes 
Uicreof, and on moi^ages and bonds 
secured by real property, is included 
among the items to which this section 
applies, 

1511.110 Corjrrfg^e royalties, fa> 
Royalties for the right to use copyrights 
or in respect of the right to produce or 
reproduce any literary, dramatic, musi¬ 
cal, or artistic work which arc derived 
from sources within the United States 
by a nonresident alien individual who is 
a resident of Finland, or by a Finnish 
corporation or other entity, shall not be 
included in gross Income and shall be 
exempt from United States tax under 
the provisions of Article Vin of the con¬ 
vention If such alien, corporation, or 
other entity at no time during the tax¬ 
able year in which such royalties are 
derived has engaged In trade or business 
within the United States through a per¬ 
manent establishment situated therein. 

(b) Rents or royalties in respect to 
motion picture films are not ekempl from 
United States tax under tlie provisions 
of Article Vni of the convention. 

4 511.111 Real property income and 
natural resource royalties —(a) Oenerat 
(1) Income of whatever nature derived 
by a nonresident alien who is a resident 
of Finland, or by a Finnish corporation 
or other entity, from real property situ¬ 
ated In the United Slates clncluding 
gains derived from the sale or exchange 
of real property and rentals therefrom) 
and royalties in respect of the opera¬ 
tion of mines, quarries, or other natural 
resources situated in the United States, 
is not exempt from United States tax 
by the convention. Such items of in¬ 
come are subject to taxation under the 
provisions of the Internal Revenue Code 
of 1954 generally applicable to the taxa¬ 
tion of nonresident alien individuals and 
foreign corporations. See Article IX (1) 
of the convention. 

(2) This paragraph does not apply to 
interest derived from mortgages and 
bonds secured by real property. See par¬ 
agraph <b) of 4 511.109. 

<b) Net batis^d) General Notwith¬ 
standing the provisions of paragraph ia> 
of this section, a nonresident alien who 
is a resident of Finland, or a Finnish 
corporation or other entity, who during 
the taxable year derives from sources 
within the United States any income to 
which such paragraph applies may elect 
for such taxable year to be subject to 
United States tax on a net b^is as 
though such alien, corporation, or other 
entity were engaged in trade or business 
in Uic United States during such year 
through a permanent establishment sit¬ 


uated therein. See Article IX (2) ot the 
convention. 

(2) Manner of electing, A nonred- 
dent alien individual who is a resident of 
Finland shall signify his election to be 
subject to tax on such a basis by filing 
Form 1040B clearly marked at the top of 
the first page thereof as follcnvs: •‘Reium 
of Resident of Finland Electing to Flit 
on a Net Basis Pursuant to Article IX 
of Finnlfh Income Tax Convention.** A 
Finnish corporation shall signify lu 
election to be subject to tax on such s 
basis by filing Form 1120 clearly marked 
at the top of the first page thereof u 
follows: **Retum of Finnish Corporatiou 
ElecUng to File on a Net Basis Petrs^jant 
to Article IX of Finnish Income Tax 
ConvenUon,** The election so slgnUled 
shall be irrevocable for the taxable year 
for which such election made. All in¬ 
come from eotirces within the United 
States. Inclu Jing gains from the sale or 
exchange of capital assets or of other 
property, shall be disclosed on the re¬ 
turn so filed. See sections 871 and 882 
of the Internal Revenue Code of 1954 
and the regulations iherci^er. 

4 511.112 GoceTTtment wages, salaries, 
and pensions —<a) General Under 
Article X of the convention, any wage, 
salary, or similar compensation, or any 
pension, paid either directly, or from 
funds or institutions created, by Finland 
or by the political subdivisions or com¬ 
munities thereof, to any alien Individutl 
(whether or not a resident of the United 
States) or to any individual who 
occupies the dual status of a cltbsen of 
the United States and a ciUxen of Fin¬ 
land Shan not be included In grexw in¬ 
come and shall be exempt from United 
States tax. even though at some time 
during the taxable year such tadlvldusl 
has engaged in trade or business In the 
United Stales through a permanent 
establishment situated therein. Under 
Article XV (2) of the convention the 
exclu^on from gross income and exemp¬ 
tion from United States tax provided in 
this section shall not be denied despite 
the provisions of Article XV. See 
4 511.118 

<b) Definition, As used in this JCcUon, 
the term “pensions'* means periodic pay¬ 
ments made in consideration for services 
rendered or by w^ay of compen':ation for 
Injuries received. The term **fuod* nf 
institutions'* shall not be deemed to in¬ 
clude a corporation, even If such cor¬ 
poration Is owned. In whole or In part, by 
the government of Finland. 

(c) Cross reference. For the taxation 
generally of compensation of alien em¬ 
ployees of foreijn governments and the 
consequences of executing and filing the 
waiver provided for in section 247 Jo) 
of the Immigration and Natlonellty 
Act. Eoe section 893 of the Internal 
Revenue Code of 1954 and the regula¬ 
tions thereunder, 

4 511.113 Private pensions and h/4 
annu/fiee—(a) General Private 
slons and life annuities derived from 
sources within the United States end 
paid to a nonresident alien IndlWduaJ 
who is a resident of Finland ahall^t 
be included in gross income and wujw 
be exempt from United Slates tax. m 
accordance with Article X of the coa- 
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Tention. even though at some Umc dur¬ 
ing the taxable year such IncUvidual has 
fngaged In trade or business in the 
United States through a permanent es¬ 
tablishment situated therein. 

(b) Deflnitions. As used in this see- 
Uon. the term ** pensions'* means periodic 
payments made in consideration for 
lenricee rendered or by way of com- 
peassiUon for injuries received: and the 
tenn "life annuities" means a stated sum 
payable periodically at stated times dur¬ 
ing life, or during a specified number of 
years, under an obligation to make the 
payments in return for adequate and 
full consideration in money or money s 
worth. 

§511.114 Compensation for labor or 
personal services —(a) Exemption from 
tax. Under Article XI of the conven¬ 
tion. compensation received by a non¬ 
resident alien individual who is a resi¬ 
dent of Finland for labor or personal 
services, including the practice of the 
liberal and artistic professions, per¬ 
formed in the United States shall not 
be Included in gross Income and shall 
be exempt from United States tax in 
either of the following situations: 

<l) Finnish employer. Where such In¬ 
dividual is temporarily present in the 
United States for a period or periods not 
exceeding in the aggregate a total of 183 
days during a taxable year beginning on 
or after January 1,1952. any compensa¬ 
tion received by him (irrespective of 
when received, if received in taxable 
yean beginning on or after January 1, 
1952) for such labor or personal serv¬ 
ices performed in the United States dur¬ 
ing such year as an employee of. or under 
contiAct with, a nonresident alien who 
i» a resident of Finland, or a Finnish 
corporation or other entity, whether or 
not such resident, corporatlor, or other 
entity is engaged in trade or business 
within the United States, shall not be 
included in gross income and shall be 
exempt from United States tax. 

(2) Other employers. Where such in¬ 
dividual is temporarily present in the 
United States for a period or periods not 
exceeding in the aggregate a total of 
183 days during a taxable year begin¬ 
ning on or after January 1, 1952. any 
compensation received by lilm (Irrespec¬ 
tive of when received, if received in tax- 
^le years beginning on or after January 
1^952) for such labor or personal serv- 
ictt performed in the United States dur¬ 
ing such year shall not be included in 
Income and shall be exempt from 
United States tax if such compensation 
^ not exceed $10,000 in the aggregate. 
*nus. if a nonresident alien individual 
^no Is a resident of Finland performs 
J^nal services in the United States 
the taxable year as an employee 
of a domestic corporation for which he 
weeives compensation of $15,000 in the 
•Jtregate, none of such compensation 
8han be exempt from United States tax 
though such individual is present 
In the United States during such year 
n period or periods not exceeding 
8 total of 183 days, since the aggregate 
®®npensaUon received is in excess of 
810.000. 

<b) Definition. For the purposes of 
this section, the term ''compensation for 


labor or personal services** shall Include, 
but shall not be limited to. the compen¬ 
sation. profits, emoluments or other re¬ 
muneration of public entertainers, such 
as stage, motion picture, television, or 
radio artists, musicians, and athletes, 
for the allocation or segregation as be¬ 
tween sources within, and sources with¬ 
out, the United States in the case of 
compensation for labor or personal serv¬ 
ices. see sections 861 through 864. In¬ 
ternal Revenue Code of 1954. and the 
regulations thereunder. 

<c) Exception, The provisions of this 
section have no application to income 
to which Article X (1) of the convention 
relates. 

§ 511.115 Dividendrand interest paid 
by a Finnish corporation —(a) General — 

(1) Dividends, A dividend paid by a for¬ 
eign corporation constitutes, in whole 
or in part, income from sources within 
the United States and is subject to tax 
by the United States when received by a 
nonresident alien individual or other 
foreign corporation, if 50 percent or 
more of the gross income of the paying 
corporation for the statutory period was 
derived from sources within the United 
States. See section 861 (a) (2) (B). 
section 872 (a), and section 882 (b>. In¬ 
ternal Revenue Code of 1954 and the 
regulations thereunder. 

(2) Interest, Interest on bonds, 
notes, and other interest-bearing obli¬ 
gations of resident foreign corporations 
constitutes, in its entirely, income 
from sources within the United States 
and is subject to tax by the United 
States when received by a nonresident 
alien Individual or other foreign corpo¬ 
ration. if 20 percent or more of the gross 
income of the paying corporation for the 
statutory period was derived from 
sources within the United States. See 
section 861 (a) (1) <B>. section 872 (a), 
and section 882 (b). Internal Revenue 
Code of 1054 and the regulations there¬ 
under. 

<b) Exemption from United States 
tax. Notwithstanding the provisions of 
paragraph (a) of this section. Article 
XII (1) of the convention provides that 
dividends and Interest paid by a Finnish 
corporation shall not be included in 
gross Income and shall be exempt from 
United States tax except where the re¬ 
cipient is a citizen, resident, or corpo¬ 
ration or other entity of the United 
States. The exemption so provided shall 
apply even though the corporation pay¬ 
ing the dividends or interest is a resident 
foreign corporation at the time of pay¬ 
ment and without regard to the per¬ 
centage of its gross income from sources 
within the United States. 

S 511.116 VisitinQ professors or teach- 
ers—(a) General. Pursuant to Article 
Xin of the convention, a professor or 
teacher, a nonresident alien who is a resi¬ 
dent of Finland, who temporarily visits 
the United States for the purpose of 
teaching for a period not exceeding two 
years at any university, college, school, 
or other educational institution situated 
within the United States shall, for a 
period not exceeding two years from the 
date of his Initial arrival in the United 
States, be exempt from United States tax 
with respect to his remuneration earned 


in taxable years beginning on or after 
January 1.1952. for such teaching during 
such period. 

(b) Afore than two y ears. The exemp¬ 
tion granted by Article xm is applicable 
to remvmeration earned during such part 
of the individual's visit as does not exceed 
two years from the date of arrival even 
though the total period of his presence in 
the United States may extend beyond two 
years, provided that during such entire 
period he may be considered to be tem¬ 
porarily visiting the United States and 
that the requirements of paragraph ca> 
of this section are otherwise satisfied. 

(c) Nonresidence presumed. An in¬ 
dividual who otherwise qualifies for the 
exemption from United States tax 
granted by Article XIII shall, for a period 
of not more than two years Immediately 
succeeding the date of his arrival within 
the United States for the purpose of such 
teaching, be deemed to have the tax 
status of a nonresident alien in the ab¬ 
sence of proof of his intention to remain 
Indefinitely in the United States. See 
section 871 of the Internal Revenue Code 
of 1954 and the regulations thereunder. 

f 511.117 Students or apprentices^ 
(a) General. Under Article XTV of the 
convention, a student, or apprentice, a 
nonresident alien who is a resident of 
Finland, who temporarily visits the 
United States exclusively for the pur¬ 
poses of study or for acquiring business 
or technical experience shall not include 
in gross income and shall be exempt 
from United States tax with res^t to 
amounts derived by him in taxable years 
beginning on or after January 1, 1952, 
and received during such years from 
without the United States as remittances 
for the purpose of his maintenance or 
studies. 

(b) Personal services. The exemption 
granted by Article XTV of the conven¬ 
tion docs not apply to amounts received 
as compensation for labor or personal 
services. 

8 511.118 Credit ayainst United States 
tax for Finnish tax —(a) General —(1) 
Taxable as though no convention. Not¬ 
withstanding any other provision of the 
convention, the United States, in de¬ 
termining the United States tax of a 
citizen or resident of the United States 
or of a domestic corporation, may. under 
Article XV (1) <a) of the convention, 
include in the basis upon which such tax 
is imposed all items of income taxable 
under the revenue laws of the United 
States, as though the convention had not 
come into effect. For example, despite 
the exemption from United States tax 
granted by Article Vin of the convention 
with respect to a copyright royalty de¬ 
rived from sources within the United 
States by a resident of Finland, such 
royalty shall be included in gross income 
and is subject to United States tax when 
so derived by a resident of Finland who 
is a citizen of the United States, even 
though such resident has no permanen; 
establishment in the United States. 

(2) Exception. Notwithstanding the 
provisions of subparagraph (1) of this 
paragraph, the exclusion from gross in¬ 
come and exemption from United States 
tax granted by Article X (I > of the con¬ 
vention with respect to wages, salaries. 
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and similar compensation, and pensions, 
paid by Finland or any political subdi¬ 
visions or communities thereof shall not 
be denied. See Article XV (2) of Uio 
convention. 

(b) Application of credit —(1) Ocfi- 
eraL For the purpose of mitigating 
double taxation. Article XV (1) (a) of 
the convention provides that a citizen of 
the United States, a citizen of Finland 
who is a resident of the United States, or 
a domestic corporation, deriving Income 
from sources within Finland shall be 
allowed a credit against the United 
States tax for the amount of Finnish tax 
paid or occrued during the taxable year. 
This credit shall be mode in accordance 
with the provisions of section 131 of the 
Internal Revenue Code of 1939 as in effect 
on December 18. 1952. but subject to the 
provisions of Article XXI <2) of the 
convention. 

(2) Similar credit requirement By 
virtue of the provisions of Article XV 
CD (b) of the convention, relating to the 
credit against Finnish tax. Finland saUs* 
flcs the similar credit requirement set 
forth in section 901 (b> (3). Internal 
Revenue Code of 1954, in the case of 
Finnish citizens residing in the United 
States, but only with respect to taxes 
paid to Finland and not with respect to 
taxes paid to another foreign country. 
This subparagraph shall not be con¬ 
strued. however, to prevent Finland from 
otherwise satisfying the similar credit 
requirement, in accordance with section 
901 of Uie 1954 Code and the regulations 
thereunder, with respect to taxes paid to 
another foreign country. Thus, if pur¬ 
suant to a convention between Finland 
and another foreign country, Finland 
were to exempt from its income taxes the 
Income received from sources within 
such other foreign country by a United 
States citizen residing In Finland, or 
were to allow a credit against its income 
taxes for the Income taxes of the other 
foreign country on such income, then 
Finland would, in accordance with such 
regulations under section 901. satisfy the 
similar credit requirement of section 901 
<b> (3) with respect to income taxes paid 
to such other foreign country by a Fin¬ 
nish citizen residing in the United States. 

f 511.119 Exchange of infomation — 
Cg) G eneral, By Articles XVn. XIX and 
XXII of the convention, the United 
States and Finland adopt the principle 
of exchange of such information as is 
necessary for carrying out the provisions 
of the convention, preventing fraud, or 
for the administration of statutory pro¬ 
visions against tax avoidance in relation 
to the taxes which are the subject of Uic 
convcnticn. but not including informa¬ 
tion which would be contrary to public 
policy or which would disclose any trade 
secret or trade process. Tlie informa¬ 
tion and correspondence relative to 
exchange of infortnallon may be trans¬ 
mitted directly by the Commissioner to 
the Taxation Department of the Ministry 
of Finance. 

<b) Return of information by with^ 
holding agents, (l) To facilitate com¬ 
pliance with Article XVn of the conven¬ 
tion. every United States withholding 
agent shall make and file in duplicate 
with the District Director of Internal 


Revenue, Baltimore 2. Maryland, an in¬ 
formation return on Form 1042 Supple¬ 
ment. with respect to persons having 
addresses In Finland, which shall be filed 
for the calendar year 1955 and subse¬ 
quent calendar years. This return shall 
be filed simultaneously with Form 1042. 

(2) There shall bo reported on such 
Fhrm 1042 Supplement all items of fixed 
or determinable annual or periodical in¬ 
come (and amounts described in section 
402 (a) (2), section 831 <b) and (c).and 
section 1235 of the Internal Revenue 
Code of 1954, which are considered to be 
gains from the sale or exchange of capi¬ 
tal assets) derived from sources within 
the United States and paid to nonresi¬ 
dent aliens (including nonresident alien 
individuals, fiduciaries, and partner¬ 
ships) and to nonresident foreign cor¬ 
porations. whose addresses at the time 
of pa>^cnt were in Finland, including 
such item^ of income upon which, in 
accordance with the withholding regu¬ 
lations under the convention, no with¬ 
holding of United States tax is required; 
except that any of such items which 
constitute interest in respect of which 
Form lOOI-JW or substitute Form 1001- 
FIN has been filed in duplicate with the 
withholding agent is not required to be 
reported on such Form 1042 Supplement. 

(c) Information to be furnished in 
ordinary course. In compliance with the 
provisions of Article XVII of the conven¬ 
tion. the Commissioner will transmit to 
the Taxation Department of the Ministry 
of Finance, as soon as practicable after 
the close of the calendar year 1955 and of 
each subsequent calendiu* year during 
w'hich the convention Is in effect, the fol¬ 
lowing Information relating to such pre¬ 
ceding calendar year: 

(1) The duplicate copy of each avail¬ 
able Form 1042 Supplement filed pursu¬ 
ant to paragraph (b) of this section; and 

(2) The duplicate copy of each avail¬ 
able ownership certificate. Form 1001- 
FIN. and subsUtute Form 1001-FIN. filed 
purs\iant to the withholding regulations 
under Uie convention, in connection with 
coupon bond Interest. 

(d) Information in specific eases. 
Under the provisions and limitations of 
Articles XVn and XIX of the convention 
and upon request of the Taxation De¬ 
partment of the Ministry of Finance, the 
Commissioner shall furnish to the Taxa¬ 
tion Dcimrtment information available 
to. or obtainable by, the Commissioner 
relative to the tax liability of any person 
under the revenue laws of Finland In any 
case in which such information is neces¬ 
sary for carrying out the provisions of 
tlie convention, preventing fraud, or ad¬ 
ministering statutory provisions against 
tax avoidance in relation to the taxes 
which are the subject of the convention. 

{511.120 Double taxation claims^ 
(a) OeneraL Under Article XX of the 
convention, where Die taxpayer shows 
pr(x>f that the action of the revenue 
auttioiitles of the United States or Fin¬ 
land has resulted in double taxation con- 
trary to the provisions of the convention, 
he Is entitled to lodge a claim with the 
country of which he is a citizen; or. if 
he Is not a citizen of cither countn*. with 
the country of which he is a resident; or. 


If the taxpayer is a corporation or other 
entity, with the count^ in which It ii 
created or organized. The article pro¬ 
vides that, should the taxpayer's claim be 
upheld, the competent authority of the 
country with which tlie clxdm is lodged 
shall imdertake to come to an agreement 
with the competent auUiority of the other 
country with a view to equitable avoid¬ 
ance of the double taxation in questioo. 

(b) Manner of filing claim. 8ucb s 
claim on behalf of a United States citizcsi, 
corporation, or other entity, or on behalf 
of a resident of the United States vbo 
is not a Finnish citizen, shall be filed with 
the Commissioner. The claim shall be 
set up in the form of a letter addreued 
to "Tlie Commissioner of Internal Reve¬ 
nue. Washington 25. D. C." and sbsU 
show fully all facts and law on the basis 
of which the claimant alleges that such 
double taxation has resulted. If the 
Commlirsioner determines that there is 
an appropriate basis for the claim under 
the convention, he shall take up the 
matter with the Taxation Department 
of the Ministry of Finance with a view to 
arranging an agi'eement of the character 
contemplated by Article XX. 

f 511.121 B'^neflcinries of an estate 
or trust—(a> Qualified bene/tciart;. U 
be otherwise satisfies the requirements 
of the respective articles concerned, a 
non-resident alien who Is a beoenciary 
of an estate or trust shall be entitled to 
the exemption from, or reduction in the 
rate of. United States tax granted by 
ArUclcs VI. Vn. VIU. and xn of Uie con¬ 
vention with respect to dividends. Inter¬ 
est. and copyright royalties and other 
like amounts, to the extent that (D 
any amount paid, credited, or required 
to be distributed by such estate or trust 
to such beneficiary is deemed to consist 
of such items and (2) such Items woukL 
without regard to the convention, be in¬ 
cludible in his gross Income. 

<b) Amounts otherwise includible in 
gross income of beneficiary. For the de¬ 
termination of amounts which, without 
regard to the convention, arc includible 
In the gross income of the benefirlary, 
sec subchapter J of chapter I of the 
Internal Revenue Code of 1954, and the 
regulations thereunder. 

1511.122 Members of a partner^ 
ship —(a) General Whether an Indi¬ 
vidual, corporation, or other entity, a 
member of a partnership, is subject to 
United States tax upon euch person’s dis- 
tributhx share of the income of the part¬ 
nership depends upon both the status of 
the partnership and the status of the 
member. 

(b) Citizen partner. A dtizen or 
resident of the United Slates, or a do¬ 
mestic corporation, is stibject to United 
States lax upon sucli person's distribu¬ 
tive share of the income of a jiartncrsblp 
as though the convention had not come 
into effect, but subject to the provisions 
of 4 511.118; oven though other mem¬ 
bers. by reason of benefits granted by 
the convention, are not subject to United 
States tax upon their distdbutivx share 
of the income. 

<c) Noncitizen partner. In any esse 
in which Income Is derived from sourc« 





FEDERAL REGISTER 


3609 


Fridag, May 25^ 1956 

filhln the United States by a partner- 
fhtp. any member of such partnership 
who has a permanent establishment in 
litt United States or who Is either (1) a 
oonresldent alien not a resident of Fin* 
had or (2) a forelsn corporation or other 
entity which Is not Finnish is not en* 
titi^ with respect to such member's 
distributive share of such Income, to any 
benefit granted by the convention solely 
to nonresident aliens residing in Finland, 
or to Finnish corporations or other entl* 
ties, having no permanent establishment 


In the United States. Conversely, any 
member of a partnership who Individu¬ 
ally complies with the reoulrements for 
obtaining any such benefit will be en¬ 
titled thereto with respect to such mem¬ 
ber's distributive share of such income. 
A member of a partnership which has a 
permanent establishment in the United 
States shall likewise be considered to 
have a permanent establishment in the 
United SUtes. 

1511.123 Withholding regtaatUms. 
For regulations pertaining to the release 


or refund of excess tax withheld, and to 
exemption from, or reduction in the rate 
of. withholding of United States tax at 
source, in the case of dividends, interest, 
copyright royalties, private pensions, and 
life annuities received by a nonresident 
alien who is a resident of Finland, or by 
a Finnish corporation or other entity, see 
Treasury Decision 6030. approved July 
10. 1953 (26 CFR (1939) 7.700 through 
7.710). 

[F. R. Doc. 56-4120: Filed. May 24. 1966; 

8:40 tL m.l 
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DEPARTMENT OF THE TREASURY 

Fiscal Servicei Bureau of Accounts 

IDepi. Uire. 570. Rer. Apr. 20. 1943. 1956. 

6upp. IS6] 

GLEifs Falls Inpxmhity Co. 

Tomif ATXON or THE AUTHORITT TO 

QUALxrr AS suamr on feoeral bonos 
May 22.1956. 

Notice is hereby given that the Certifi- 
fite of Authority issued by the Secretary 
of the Treasury to the Olens Falls In- 
(tennlty Company. Olens Falls. New 
York, under the provisions of the Act of 
Congress, approved July 30, 1947, (6 
U. 8. C. 6~13) to qualify as sole surety on 
Rcognizances, stipulations, bonds and 
undertakings permitted or required by 
the laws of the United States, was termi¬ 
nated as of April 30, 1956, by request of 
the Olens Falls Indemnity Company. 

The Treasury has obtained from Olens 
Ptlh Insurance Company, which holds 
wch a Ortificate of Authority from the 
Secretary of the Treastiry, an indemni¬ 
fying agreement dated April 24. 1956. 
nbereby the Glens Falls Insurance Com¬ 
pany has assumed the liability for any 
Innses and claims that have arisen or may 
under or in connection with any 
undertaking or other form of ob- 
licitlon entered into or assumed by the 
pens Palls Indemnity Company on or 
wiore April 30.1956, In which the United 
^tes of America has or may have an 
toteregt direct or indirect. 

Fbriher details with respect to this 
JU^ment may be obtained from the 
Department. Bureau of Ac- 
Surety Bonds Branch. Washlng- 
^ 35. D. C. 

i»tALl W. Randolph Burgess. 

Acting Secretary of the Treasury. 

R Doo. 5^-4116; Filed. May 34. 1956; 

8:49 a. m.| 


Clrc. 570. TUy. Apr. 20. 1943. 1956. 
Bupp. 1371 

Iowa Mutual Insurance Co. 
surety companies ACerPTABLE ON 

FEDERAL BONDS 

Mat 2211956. 

A Certificate of Authority has been Is- 
by the Secretary of the Treasury to 
^ following company under the act of 


Congress approved July 30, 1947. 6 
U. 8. C. secs. 6-13, as an acceptable surety 
on Federal bonds. An underwriting lim¬ 
itation of $225,000.00 has been established 
for the company. Further details as to 
the extent and localities with respect to 
which the company Is acceptable as 
surety on Federal bonds will appear in 
the next Issue of Treasury Department 
Form 356. copies of which, when issued, 
may be obtained from the Treasury De¬ 
partment. Bureau of Accounts. Surety 
Bonds Branch. Washington 25. D. C. 

Knme of oompany, location of principal 
executive oflBoe and etaia In which Incorpo¬ 
rated: Iowa; Iowa Mutual Insurance Com¬ 
pany. DcWltt. 

[seal! W. Randolph Burgess, 
Acting Secretary of the Treasury. 

IF. R. Doc. 66-4117; Filed. May 24, 1956; 

8:49 a.m.] 


DEPARTMENT OF COMMERCE 
Bureau of Foreign Commerce 
(CaseNa ailA] 

Zemanex k Co., Ltd., and FkAKz Gints 

ORDER DENYING EXTORT PRIYUGES 

In the matter of Tlcmanek k Co.. 
Ltd.. Franz Qlntz, Director, 46-47 Chan¬ 
cery Lane, London W. C. 2. England, 
Respondents, Case No. 211 A. 

The respondents. Zemanek k Co.. Ltd., 
and Franz Ointz. hereinafter referred 
to as respondents, having been charged 
by the Director, Investigation Stall. Bu¬ 
reau of Foreign Commerce, (a) with 
.having participated in exportations dur¬ 
ing the period in which a prior denial 
order was In elTect. (b) with having made 
false representations In connection with 
the obtaining of goods to be exported 
from the United SUtes. and (c) with 
having shipped such goods to unauthor¬ 
ized destinations, failed to appear in this 
proceeding, either by answer or demand 
for hearing. In accordance with the 
practice, this case was referred to the 
Compliance Commissioner. After the 
evidence was submitted, the Compliance 
Commissioner in due course made his 
report and recommendation, which, upon 
the facts as hereinafter found, appears 
to be fair and Just and is therefore 
adopted. 

Now. after considering the entire rec¬ 
ord consisting of the charges, the evi¬ 


dence submitted in support of the charges 
and the report and recommendation of 
the Compliance Commissioner. I hereby 
make the following findings of fact 

1. At all times hereinafter mentioned, 
Zemanek k Co.. Ltd., was a firm engaged 
In the export-import business In London, 
England and Franz Ointz was its active 
and controlling director, the latter hav¬ 
ing personally performed all the acts 
hereinafter found to have been per¬ 
formed in the name of 2^emanek. 

2. On the 1st day of September. 1953, 
Zemanek had been denied, pursuant to 
an order duly entered and published in 
the Fkdxral Register, all privileges of 
participating, directly or indirectly, in 
any manner or capacity. In the exporta¬ 
tion of any commodity from the United 
States to any foreign destination, for a 
period of two years from the date of 
that order. All the acts hereinafter 
found to have been performed by Zem¬ 
anek and Gintz were performed during 
the effective term of said order and prior 
to the expiration thereof. 

3. On or about the 2l8t day of March, 
1955. 2^manek and Ointz ordered from 
an American supplier ten tons of asbestos 
fiber and Instructed that supplier to ex¬ 
port the said asbestos for its account. 
The American supplier did thereafter, 
on or about the I5th day of April. 1955, 
export said ten tons of asbestos for the 
account of Zemanek. 

4. On or prior to the 4th day of July, 
1955, Zemanek and Ointz ordered from 
the same American supplier 515 me trio 
tons of asbestos and directed that the 
said asbestos bo shipped to a specified 
firm in Hambtug. Germany: Hamburg 
being named as the port of destinatloti, 

5. In compliance with said order, the 
American firm did thereafter, on or obout 
the 8th day of July, 1955, export the said 
asbestos to the named consignee in Ham¬ 
burg. Germany, and, in the export decla¬ 
ration authenticated in connection with 
such exportation, named said consignee 
as the purchaser or ultimate consignee 
and named West Germany as the country 
of ultimate destination. 

6. When the said 515 metric tons of 
asbestos arrived at Hamburg, the same 
was transshipped by Zemmntk. or caused 
to be transshipped by it. to CJzechoslo- 
vakla, in accordance with a contract 
which Zemanek had arranged with a 
Czechoslovakian purchaser prior to the 
time that Zemanek had arranged for iU 
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purchase of the asbestos from the Amerl* 
can supplier. 

And. from the foregoing, the following 
are my conclusions: 

A. That 2:emane]c and Glntz partici¬ 
pated in exportations of commodities 
from the Uxiited States to a foreign desti¬ 
nation during the time when the sold 
respondents had been denied export 
privileges and that by reason thereof 
Uicy violated the terms and provisions of 
the order densring export privileges to 
them, as well as 1381.6 of the export 
control regulations; 

B. That Zemanek and Gints caused 
false representations to be made and 
facts to be concealed from the Bureau of 
Foreign Commerce by representing 
falsely to their American supplier the 
name of their consignee and the country 
of destination in violation of f 381.5 of 
the export control regulations: 

C. That Zemanek and Gints diverted 
and transshipped, or caused to be di¬ 
verted and transshipped a commodity 
exported from the United States, to a* 
party and destination in violation of and 
contrary to the contents of an export 
control document and their prior repre¬ 
sentations to their American supplier in 
violation of 9} 371.4 and 381.6 of the ex¬ 
port control regulations. 

In his report the Compliance Commis¬ 
sioner said. 


IT. Such denial of export privileges 
shall extend not only to the respondents, 
but also to any person, firm, corporation, 
or business organization with which they 
may be now or hereafter related by own¬ 
ership. control. posiUon of responsibility, 
or other connection in the conduct of 
trade in which may be Involved exports 
from the United States or services con¬ 
nected therewith. 

III. No person, firm, corporation, part¬ 
nership. or other business organization, 
whether In the United States or elsewhere 
shall, without prior disclosure to. and 
specific authorization from the Bureau 
of Foreign Commerce, directly or indi¬ 
rectly, in any manner or capacity, (a) 
apply for. obtain, or use any license, 
shipper's export declaration, bill of lad¬ 
ing, or other export control document 
relating to any such prohibited activity, 
<b) order, receive, buy. use. dispose of. 
finance, transport or fonn’ard, any com¬ 
modity on behalf of or in any association 
with the respondents, or (c) do any of 
the foregoing acts with respect to any 
commodity or exportation In which the 
respondents may have any interest of 
any kind or nature, direct or indirect. 

Dated: May 21. 1956. 

John C. Boston, 
Director, 

Office of Export Supplp. 


The earUer denial of ticenee privileges to 
Zemanek and QInU for a period of two yearn 
apparently has had no corrective influence 
on these reapondenta. Not only did they 
violate In two inctancea the exprcaa terma 
of that order but the violation in one of the 
inatancee Involved in this caae waa very much 
lUce the previous violation. The violation 
conalated of a tranaihlpment to a Ootnmu- 
nlat dominated country. Under the eircum* 
atancea. It la my recommendation that 
Zemanek and Olnta be denied export prlvl- 
legea so long aa export conUola are In effect. 

Having concluded that the recom¬ 
mended action is fair. just, and necessary 
to achieve effective enforcement of the 
law. it is hereby ordered: 

I. Henceforth, and for the duration of 
export controls, the respondents, Ze¬ 
manek k Ca. Ltd. and Franz Glntz. be, 
and they hereby are suspended from and 
denied all privileges of participating, di¬ 
rectly or indlrecUy. In any manner or 
capacity. In an exportation of any com¬ 
modity or technical data from the United 
States to any foreign destination, includ¬ 
ing Canada, whether such exportation 
has heretofore or hereafter been com¬ 
pleted. Without limitation of the gen¬ 
erality of the foregoing denial of export 
privileges, participation in an exporta¬ 
tion is deemed to include and prohibit 
participation by cither respondent, di¬ 
rectly or indirectly, in any manner or 
capacity. (a> as a party or as a repre¬ 
sentative of a party to any validated ex¬ 
port license application, (b) in the 
obtaining or using of any validated or 
general export license or other export 
control documents. (c> in the receiving, 
ordering, buying, selling, using, or dis¬ 
posing in any foreign country of any 
commodities in whole or in part exported 
or to be exported from the United States, 
and (d) in storing, financing, forward¬ 
ing. transporting, or other servicing of 
such exports from the United States. 


|P. R. XX>0. 58-4102; Piled. May 24. 1956; 
8:46 a. m ] 


|CaM No. ailB] 

Phiup Pxshzr 

ORDEX DISMISSING CHARGES OP VIOLATION 
AND VACATING TEMPORARY DENIAL ORDEJI 

In the matter of Philip Fisher, 63A 
Great Russell Street. London 1, 

England. Respondent. Case No. 2UB. 

The respondent, Philip Fisher, having 
been charged with having violated the 


CotiriTKMlIty and apyimtltTuit#* 
gubltct to 


Agrzcultural Stabilization and Con¬ 
servation County Oppics Managers 

delegation op AUTuosmr to act 
AS contracting OPPICERS 

Pursuant to authority vested in the 
Executive Vice President. Commodity 


Export Control Act of 1949, as amended, 
and the regulations promulgated there* 
under, and said respondent having been 
joined with Zemanek It Co.. Ltd. and 
Franz Glntz in a proceeding arising out 
of said violations, and the respondett 
having answered the charges and ap* 
peared in the said proceeding which 
thereafter duly referred to the Compli* 
ance Commissioner, who has heard U» 
evidence and made hU report, flndini 
that there U no evidence sulBcieni to 
support said charges and that the re* 
spondent has resigned his offices in 
Zemanek k CO.. Ltd.: It U hcrebif 
ordered : 

That the charges of violation hereto¬ 
fore made against the respondent Philip 
Fisher in a charging letter dated Decem¬ 
ber 30.1035, be. and the same hereby m 
dismissed and the order temporarily 
denying export privileges to said re¬ 
spondent. Philip Fisher <20 F. R 7383. 
Federal Register. October 4. 1955). be. 
and the same hereby is vacated a.<i to him 
alone. 

Dated: May 21. 19S6. 

jJOHN C. Borton. 

Director, 

Office 0/ Export Supplp , 

IF. R Doe. 56-4103: Filed. May 24. 1954; 

8:46 a. m.l 


DEPARTMENT OF AGRICULTURE 

Commodity Credit Corporation 
Sales op Certain Commodities 

MAY 1986 MONTHLY SALES LIST SUPPLWDTr 

The price listing for the May IW 
Monthly Sales list is supplemented by 
adding fiaxseed. effective May 4. ano 
small red beans and great northero 
beans, effective May 11, as set forth be¬ 
low, pursuant to the policy of Commodity 
Credit Corporation Issued October 12. 
1954 (19F.R.6669). 


SokJi mrtbod af lalt 


Credit Corporation, by the bylaws ol 
Corporation, the respective chairmen, o 
in their ab^nce the acting ® 2 ialrxnen^ 
the Agricultural Stabilization and Oo»^ 
servallon County Committees In the cwj 
ton-producing States, or if so desWnaw 
by such Agricultural Stabilization sno 


PlauMd, 1961 crop. a« avnilabk.. 


grtwll m! brom, 19SS ax)p, m 
available 


Orvai Nnrlhrm beaitf, 1965 crop, 
aeavallablr. 


DonvntfJc iv «ipovt. unna^rlciM njrr The hJchrr of 0) thf doin#»rtic niiijV 
firlw m UH4*rmln«Ml by COO, or (7) 105 pem*nf of Iht l966<rob 
mtr, plui oorrylnc charirta. AvaUablt Mlnnrapolia. Clfeloii(o, *011 iNirtUiia 
CKi eVunmodUy oaVom. ^ 

DotowAJc 17.10 per 100 pp«j>d3i,Nehr»<koDr>teU of producUoo. For o*i»r 
ad|i«a by the lOSA support price dlffermtliUs. . ... 

Bipoft: C-«imjrtlUro hliL <^mnlilkaand bid dalos wlD br tanounct'd ny iwv 
lAnd Oflw. . r . 

ricinM>«itr' f7.7* per 100 poauds, Nrhnaka points of produetbm. 

orr«tf, ftdjiist by tbs lUM ftjppnirt ivloe dlfl'rtt'ntliils. _, ^ 

Btport: fVrniprtitlvs bid. OnantitlM mmI bid dates wlB U* laiwunrrd »7 
Kaom C^ly C86 CouunodUy OOka. 


<8«5. 4. 62 SUL 1070, as amendad; 18 U. 8. C. 714b. Interprvt or apply sec. 4C7, S3 SuL 
1055; 7 U. a C. 1427. MC. 208. 63 SUt. 901) 

Issued: May 21. 1956. 

IsEALl Earl M. Hughes. 

Executive Vice-President, 
Commodity Credit Corporation . 

(F. R. Doc. 66--4112; Piled. May 24. 1056; 8:48 a. mj 
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friday^ May 25, 1956 

CoDservation County Committees, the 
ASC county ofDce managers are hereby 
ippointed contracting ofllcers of Com- 
nodlty Credit Corporation, with author- 
)I 7 to execute, in the name of the 
Oorpoiation, contracts, agreements, or 
other documents relating to the pur- 
tiuue, transportation, handling, and 
imeo of cottonseed prior to the deliv* 
ery of such cottonseed to an oil miller 
or an approved storage facility under 
the l95<>-Crop Cottonseed Purchase Pro- 
pim formulated by Commodity Credit 
Corporation and Commodity Stabiliza¬ 
tion Service. 

The foregoing authority as contracting 
{fleers shall be exercised in accordance 
vith in.strucUoDs Issued by the appro- 
priite Vice President of Commodity 
Credit Corporation, which shall be avail- 
iWa for public inspection In the flies 
of the Agricultural Stabilization and 
OQnser\'AUon county ofUces in the re- 
ipective cotton-producing States. 

Issued this 18th day of May 1956. 

fstAtl WALTm C. Bcuckr, 

Acting Executive Vice President, 
Commodity Credit Corporation. 

\f. n Voc. 56>4118; Filed Uxy 24, 1068; 

B:48 a. m.l 


DEPARTMENT OF DEFENSE 

Office of the Secrefary 

SzCKZTAtY OF THZ NaVT 

HUXLsnOH OF AUTHORITY WYTH tZSPZCT 

TO CrRTIFICATlOH OF SPECIAL PUBPOSE 

TISSELS 

The following delegation of authority 
R promulgated pursuant to the authority 
Wed in me 1^ subsection 202 (f) of 
National Security Act. as amended 
(63 Stat. 581; 5 U. S. C. 171a. it)), and 
Wkm 5 of Reorganization Plan No. 6 
of 1953 (87 Stat. 638; 5 U. S. C. 133z- 

Wj: 

1. There is hereby delegated to the 
^tettUkry of the Navy full power and 
•ytlwrity to act for and in the name 
of the Secretary of Defense, and to ex- 

the power and authority of the 
weUry of Defense upon any and all 
•Alters relating to the certification of 
JRocial purpoee vessels to be essential 
to national defense, on which the 8cc- 
of Defense is authorized to act 
JJWiant to sections 3 (a) and (b) of 
of September 3. 1954 (68 SUt. 
^ and 1269; <46 U. 6. C. 1273)). 

2, ^ certifications of special purpose 
WcU to be essential to national dc- 
Ik?? pursuant to this delegation 

be deemed to have been made by 
Secretary of Defense, and with the 
power and authority of the Secre- 
of Defense. 

3- TOe authority delegated herein may 
2 delegated to the Under Secretary 
Assistant Secretary of the Navy. 
Any such cerUfleaUon heretofore 
by the Secretary the Under Sec- 
or any Assistant Sccrctfiuy of the 
on or after January 1, 1956. Is 
"®^by confirmed and ratified. 

C. E. Wilson. 

Secretary of Defense. 

^ A, Ooo. 56-4114: Filed. May 94. 1956; 

6:43 a m.) 


CIVIL AERONAUTICS BOARD 

(Docket No. 7903] 

Capital Gains P*oceeoino 

NOTICE OF PREHEARING CONFERENCE 

Notice Is hereby given that a pre^ 
hearing conference In the above-entIUed 
investigation (See Order No. EI~10171, 
instituting proceedings) is assigned to 
bo held on June 4. 1956. at 10:00 a. m., 
e. d. a t. in Room E-210. Temporary 
BtUlding No. 5. Sixteenth Street and 
Constitution Avenue NW., Washington. 
D. C., before Examiner Paul N. PfeilTer. 

Dated at Washington. D. C. May 21. 
1956. 

[SEAL] Francis W. Brown, 

Chief Examiner. 

(F. R. Doc. 56-1137; Piled. Mty 94. 1956; 
8:61 A. m.l 


(Docket No. 8007] 

Mackey Airlines. Inc., and Midst 

AVUTION CORP. 

notice of PREIIEARIKO CONFERENCE 

In the matter of the application of 
Msu^key Airlines. Inc. and Midet Avia¬ 
tion Corporation under sections 408 and 
401 (1) of the act as amended, and such 
other sections thereof as may be appli¬ 
cable. for approval of agreement dated 
April 30. 1956. 

Notice is hereby given that a prehear¬ 
ing conference in the above-entitled 
matter is assigned to be held on June 5. 
1956. at 10:00 a. m.. e. d. s. t.. In Room 
1512. Temporary Building No. 4. Seven¬ 
teenth Street and Constitution Avenue 
NW., Washington. D. C.. before Ebcamlner 
Barron Fredricks. 

Dated at Washington. D. C., May 22, 
1956. 

[seal] Francis W. Brown, 

Chief Examiner, 

(F. R. Doe. 56-4138: Filed. Muy 34. 1956; 

8:51 A. m.] 


DEPARTMENT OF LABOR 

Wage ond Hour Division 

Learner EIm ployment Certiftcates 

ISSUANCE TO VARIOUS INDUSTRIES 

Notice is hereby given that pursuant 
to section 14 of the Fair Labor Standards 
Act of 1938 (52 Stat. 1060. as amended; 
29 U. S. C. 201 et seq.). and Part 522 of 
the regulations issued thereunder (29 
CFR Part 522), special certificates au¬ 
thorizing the employment of learners at 
hourly wage rates lower than the mini¬ 
mum wage rates applicable under sec¬ 
tion 6 of the act have been Issued to the 
firms listed below. The employment of 
learners under these certificates is lim¬ 
ited to the terms and conditions therein 
contained and Is subject to the provisions 
of Part 522. The effective and expira¬ 
tion dates. CHXupaUons. wage rates, num¬ 
ber or proportion of learners and learn¬ 
ing periods for certificates Issued under 
general learner regulations (SI 522.1 to 
522.12) are as indicated below; condi¬ 
tions provided in certificates issued under 


special Industry regulations arc as estab¬ 
lished in these regulations. 

Apparel Industry Learner Regulations 
(29 CFR 522.20 to 522.24. as amended 
March 1. 1956, 21 P. R, 1349). 

The following learner certificates were 
Issued authorizing the employment of not 
more than 10 percent of the total num¬ 
ber of factory production workers as 
learners for normal labor turnover pur¬ 
poses: 

CowdAB ICanufACturing Co.. 109 MackrUlo 
Hill. Sprlngllelcl. Ky.; cflectlvo S-I-SS to 4-30- 

57 (dungAreeA). 

Dort-Wln TrouAere. Ino.. Ck>nzAlAA. La.; ef- 
fectlTA 4-25-56 to 4-34-57 (trounen). 

HuAln Shirt Co.. 14-16 Roac 8trc«t. EphrAtA. 
Pa.; ciTecUYA 4-27-56 to 4-36-57 (UdlAA* 
blouses). 

The JoabIa Jan Co.. Walnut Ridge. Ark ; 
AllAcUTe 6-8-58 to 5-7-57 (frocks). 

La Follette Shirt Co., Inc.. 135 First Street. 
La FbHette. TAnn.; cUectlYe 5-7-56 to 5-6-57 
(shirts). 

The Lee Wall SportswcAr Co., 1373 West 
Sixth Street. Cleveland. Ohio; effective 4-30- 

58 to 4-39-57 (womanli Apparel). 

Norris Manufacturing Co.. TAylon. 8. C.; 
effective 4 26-56 to 4-25-57 (sport shlrta). 

Pettlbelle. Inc.. East Liberty Street Ex¬ 
tended. Sumter, S, C.: effective 5-8^ to 
6-3-57 (children's dresses). 

Pontotoc Manufacturing COv, New Albany. 
MUs.: effective 6-1-56 to 4-60-57 (work 
shirts). 

Selro Manufacturing Co.. Rear US Race 
Street. Cambridge. Md.; effective 4-26-58 to 
4-34-57 (women's apparel). 

Sunnyvale of Pennsylvania. Inc.. 3 South 
Webster Avenue, Scranton. Pa.; effective 4- 
23-56 to 4-33-67 (dresses). 

Torktowne ifanufocturlng Co.. Bphrsta. 
Pa.; effective 4-28-56 to 4-35-67 (women's 
blouses). 

The following learner certificatea were 
Issued for normal labor turnover pur¬ 
poses and. except as otherwise indicated 
below, a maximum of 10 learners were 
authorized: 

Barad Lingerie Oo.. Salem. Mat effective 
4-25-66 to 4-24-57 (Iodise* underwear). 

Freeland Dress Oo., Ine.. 721 BIrkbeck 
Street. FreeUnd. Pa.; effective 6-1-58 to 
4-80-57 (children's dresses). 

HAD Manufacturing Oo., 8100 Robertson 
Road. Nashville, Tenn.: effective 4-28-58 to 
2-26-57; 9 learners (ladies* T shlrU, etc.) 
(replacement certificate). 

Johnson Co., 607 West Second Street. 
Marshfield. WIs.; effective 5-3-58 to 5-1-57; 
4 learners (heavy outerwear and parkas). 

Merrill Bportswesr Co.. Merrill. WIs.; eN 
feeUve 6-2-58 to 5-1-57; 5 learners (heavy 
outerwear). 

Pcorce Woolen Mills, Inc., Spearing Street. 
Howard, Pa4 effective 4-27-68 to 4-26-57 
(shirts). 

Scott Sc Kurt Manufacturing Co.. Roths* 
vllle. Lancaster Co.. Pa.; effective 4-26-58 to 
4-26-57; 5 learners (ladlea* blouses). 

Sellnitgrove Manufacturing Co.. Ine^ 106 
South High Street, SoUnsgrove. Pa.; effec* 
ttve 4-26-68 to 4-26-57 (ladlea* pajamas). 

Style Castials. Inc., 650 Northeast 7&th 
Street. Miami. Fla.; effective 4-26-58 to 
4-26-67; 6 learners (men's sportswear). 

Temple Sportswear Co.. 4434 Kutxtown 
Rond. *remple. Pa.; effoottve 4-27-58 to 
4-26-57 (ladles' blouses). 

MU ton A Erma Westgate, Jud's Manufac¬ 
turing Co.« 1114 Court Street. Honeedale. Pa.; 
effective 6-2-56 to 6-1-67; 4 learners (ladles* 
dresses). 

The following learner certificates were 
issued for plant expansion purposes. 
The number of learners authorized is 
indicated: 
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Adel MAnufacturin^ Od.. Fifth Street. 
Adel, 0«.; effecUT* 4-30-641 to 10-20-66; 70 
leamere (e]>ort ehlrU). 

Amsterdam Sporuwear, Ine.. 2 Ann Street, 
Amsterdam. N. Y.; effccUvo 5-6-66 to 11-4-66; 
25 learners (dreasesl. 

The Joanle Jan Oo^ Walnut Ridge. Ark.: 
effecUre 4-27-66 to 10-26-66; 20 learners 
(frocks). 

Little Guys & Dolls. Garment Manufao- 
turlng Co.. Mesick. Mich.; effective 4-30-66 
to 10-20-66; 20 learners (children's outer* 
wear). 

Sunbeam Sportswear. Inc., Valley View, 
Pa.; effective 4-26-56 to 6-31-56; 20 learners 
(dresses) (supplemental oerUAcate). 

Cigar Industry Learner Regulations 
(29 CFR 522.60 to 522.85. as amended 
March 1. 1956. 21 F. R. 629). 

R. G. Sullivan. Inc.. 114 West Central 
Street. Manchester. N. U.; effective 4-25-56 
to 4-24-57; 10 percent of the total number 
of factory production workers for normal 
labor turnover purpoees. 

Gl ove Indu-stry Learner Regulations 
(29 CFR 522.60 to 522.65. as amended 
March 1, 1956, 21 P. R. 581). 

The following learner certlAcates were 
issued for normal labor turnover pur¬ 
poses: 

Burnham*Bdlna Manufacturing Co., Sdlna. 
Mo.; effective 4-24-56 to 4-23-57; 5 learners 
(work gloves). 

Indianapolis Glove Co.. Inc.. Olenwood, 
Ark.: effective 6-11-66 to 6-10-67; 10 learners 
(srork gloves). 

Glen Wild Knitting Co., Broadslbln. N. T.: 
effective 4-30-66 to 4-29-67; 6 lesrners (knii 
gloves). 

Hosiery Industry Learner Regulations 
<29 CFR 522.40 to 522.43. as amended 
March 1. 1956. 21 P. R. 629). 

Elder Hosiery Mills. Inc.. South Park Ave¬ 
nue, Burlington. N. C.; effective 4-26-66 to 

4-26-67: a learners for normal labor turnover 
purposea. 

Independent Telephone Industry 
Learner Regulations f29 CFR 622.70 to 
522.74. as amended March 1* 1956. 21 
P. R. 581). 

Citizens TVlephone Corporation. Warren, 
Ind.; effective 4-25-66 to 4-24-57. 

Knitted Wear Industry Learner Regu¬ 
lations (29 CFR 622.30 to 522.35. as 
amended March 1. 1956. 21 F. R. 581). 

Alpha MU la Corp.. Margaretto Street. 
SchuylkUl Haven. Pa.; effective 4-24-66 to 
4-23-57; 5 percent of factory production 
workers for normal labor turnover purposes 
(ladies* knit underwear, etc.). 

Louis Qallet Knitting Mills. Inc., 120 Dela¬ 
ware Avenue. Union town. Pa.; rffecUve 6-1- 
66 to 4-30-67: 6 percent of factory production 
workers for normal labor turnover purposes 
(sweaters and cardigans), 

P. H. Kance KnltUng Co.. Galax Plant. 
Galax. Va.; effective 4-26-66 to 10-24-56: 
150 learners for plant expansion purposes 
(knitted outerwear)» 

P. H. Hanee Knitting Co., Sparta Plant. 
Sparta. N. C.; effective 4-30-^ to 10-22-66; 40 
learners for plant expansion purposea (men's 
undershorta) (replacement certlAcate). 

Moyer Knitting MUla, South Race Street. 
Richland, Pa.; effective 4-25-66 to 4-24-67; 
4 learners for normal labor turnover pur¬ 
poses (men's knitted outerwear). 

Regulations applicable to the Employ¬ 
ment of Learners (29 CFR 522.1 to 522.12. 


as amended February 28, 1955. 20 P. R. 
645). 

The following learner certificates were 
Issued for normal labor turnover pur¬ 
poses to the companies listed below 
manufacturing miscellaneous products. 
The effective and expiration dates, 
learner rates, occupations, learning pe- 
ricxls, and the number or proportion of 
learners authorized to be employed, are 
as follows: 

Owvcr Manufacturing Cb.. Inc ; North 
Jackson Street. Athens. Tenn.; effective 
4-30-66 to 10-29-56; not leas than 80 oenU 
per hour for the Arst 320 hours and 85 
cents per hour for the remaining 160 hours 
of the 4ao-hottr learning period, for the 
occupaUon of upholsterers; authorizing the 
employment gf 3 learners (upholstered fur¬ 
niture). 

Llttlestosm Manufacturing Co.. Bonnea- 
vlUe Road. Llttlcstown. Pa.; effective 4-30-66 
to 10-29-60; not leas than 85 cents per hour 
for the Arst 2S0 hours and 90 cents per 
hour for the remaining 200 hours of the 
480-hour learning period, for the occupation 
of sewing machine operator; authorizing 
the employment of Ave percent of factory 
production workera (boys* wash suits). 

Magic Snell Tackle Co., 45 Niagara Street. 
Canandaigua, N. Y.: effective 4-24-56 to 
10-23-56; not lees than SO cents per hour 
for the Arst 40 hours. 85 cents per hottr for 
the next 80 hours, 90 cents per hour for 
the next 80 hottrs and 95 cents per hour 
for the remaining 120 hoiirs of. the author¬ 
ised 830-hour learning period, tor the occu¬ 
pations of winder and aoRlerer: authorizing 
the employment of 4 leamera (Ashing 
tackle). 

The following special learner certifi¬ 
cate was Issued In Puerto Rico to the 
company hereinafter named. The effec¬ 
tive and expiration dates, learner rates, 
occupations, learning periods, and the 
number of proportion of learners author¬ 
ized to be employed, are as indicated: 

Puerto Rico Hosiery Mills, Inc., Aredbo, 
P. R.; effecUve 4-18-66 to 11-27-66; not less 
than 63 cenu per hour for the Arst 480 hours 
and 68 cents per hour for the remaining 480 
hours of the 960-hour learning period, tor 
the occupations of knitters and seamers; au¬ 
thorizing the employment of 13 learners for 
normal labor turnover purpoees (hoalery) 
(replacement certlAcate). 

Hlach certificate has been Issued upon 
the employer's representation that em¬ 
ployment of learners at subminimum 
rates Is necessary In order to prevent 
curtailment of opportunities for employ¬ 
ment, and that experienced workers for 
the learner occupations are not avail¬ 
able. The certUlcatcs may be cancelled 
In the manner provided in the regula¬ 
tions and as indicated in the certificates. 
Any person aggrieved by the issuance of 
any of these certificates may seek a re¬ 
view or reconsideration Uiereof within 
fifteen days after publication of this no¬ 
tice in the Fkocral Recisteii pursuant to 
the provisions of Part 522. 

Signed at Washington. D. C., this 4th 
day of May 1950. 

Milton Brooke. 

Authorized Representative 
of the Administrator, 

|P. R. Doc. 56-4105; Piled, May 34. 1956; 

8:46 a. m.) 


Learnea Emfloyment CmincKTts 
ISSUANCE to various XlfDUSTRltS 

Notice is hereby given that pursuant to 
section 14 of the Fair Labor Standanb 
Act of 1938 ( 52 8tat. 1060, as amended; 29 
U. 8. C. 201 et seq.), and Part 622 of Un 
regulations issued thereunder (29 CFH 
Part 522), special certificates authorti. 
ing the employment of l(^amers at ho(xrly 
wage rates lower than the minimum 
wage rates applicable under section 6 of 
the act have been issued to the Anns 
listed below. The employment of lean), 
ers under these certificates is limited to 
the terms and conditions therein con¬ 
tained and Is subject to the provisloas 
of Part 522. The effective and explritlon 
date.s, occupations, wage rates, numbv 
or proportion of learners and Icamlog 
periods for certificates issued under gen¬ 
eral learner regulations (H 522.1 to 
522.12) are as indicated below; condi¬ 
tions provided In certificates issued un¬ 
der special Industry regulations are u 
established In these regulations. 

Apparel Industry Learner Regulsllofti 
(29 CFH 522J20 to 522 24. as amended 
March 1. 1956, 21 P. R. 1349). 

The following learner certlficatei were 
issfied authorizing the emplomcnt of 
not more than 10 percent of the total 
number of factory production workers si 
learners for normal labor tumom 
purposes. 

Prackvllle Pajamas. Inc.. Brood MouatolR 
Avenue and Oak Streets. Frackviiit. Pa 4 
effective 6-23-66 to 6-27-67 (men's pajaxsiii 
Aannel shlru etc.). 

Charles W. Hencon Manufacturing Co- 
Monroe. Oa: effective 6-27-66 to S-SS'M 
(work pants). 

Jantris Manufacturing Oo.. 606 W«t llth 
Avenue. Gary. Ind.: effective 6-11-66 to 
6-10-67 (ladles* outerwear). 

M. L. M. SporUwear, Inc., HOI South 14t5 
Street. Philadelphia, Pa.; effecUve 6-15*14 
to 6-14-67 (jackeu). 

Malden Form Brosslere Oo., Inc., Hsl» 
Street and Montlcello Avenue, Clarlwburf, 
W. Va.; effecUve 6-19-66 to 5-16-67 (hras- 
■leree). 

Bdalden Form Brassiere Oo.» Inc, 2311 
Adams Avenue. Huntington. W. Vs4 eflecUr# 
6-19-66 to 6-18-57 (brassieres). 

Msiden Form Brassiere Co.. Inc.. Route ffe. 
1. Princeton. W. Vs.; effecUve 6-19-64 to 

5- 18-57 (broMleres). 

NuBone Co.. Inc.. 25th end Ash Stmt*. 
Erie. Pa.; effective 6-14-66 to 6-13--57 (oonets 
and infants wear). 

Outerwear. Inc,. 614 Wyoming Aveno*. 
Scranton. Pa.; effecUve 6-6-56 to 6-7-91 
(trouiem). 

Phil Ups-Jones Oorp., Bamesbofo. P*: 
fecUve 6-20-66 to 6-19-67 (sport shirts). 

Phillips-Jones Factory, Pi>tuvUle, 
effective 5-20-56 to 6-19-57 (dress shim). 

Plains Manufacturing Co., Inc.. 61 Rud^ 
Road. Plains. Pa.; effecUve 6-14-66 to 5 -I 3 - 6 T 
(brassieres). 

Scranton Pants Manufacturing Oo.* 
Wyoming Avenue. Scranton, Pa ; sffectue 

6- 23-56 to 6-22-57 (pants). 

Steward Manufacturing Co.. Inc.. 43 OfO- 
tnU Avenue, Oselnlng, N. Y.; effecUve 5-9-^ 
to 6-8-57 (dresses). 

The following learner certificates vert 
issued for normal labor turnover 
poses, except as otherwise Indicated: 

Coast Pasbloni. 8468 State Street, 

Gate. CaUf.; effecUve 6-16-56 to 6-14-51- 
learners (dresses). 
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Fridayt May 2S, 1956 

Ounnln Unnufactuiing Co.. Corner Main 
ind Church StreeU. Dawson. Oa.: effecUva 
to 5-2^7; 10 learnera (sport 

ihirta). 

Hsrviry Manufacturing Co.. 303 Grant 
Street. Dupont. Pa.: effecUfo S-14-60 to ^-IS- 
fT; ft Irarnera (chlldren*a outerwear). 

mm King Overall Co.. 113 South Hanover 
Street. DalUmore. Md.; effective 5> 13-50 to 
t-lV-07; 3 learners (overalls and dungarees). 

lUltri Fabrics. Inc., 1408 Bast Main Street. 
RKhinond. Va.; effective 5-14-06 to 5-13-57; 
IS learners (lingerie). 

mtcbell Garment Co^ Inc.. 119 West Third 
Street, FarmvUle, Va.; effective 5-18-50 to 
6 learners (children's dresses). 

Ooeonta Plains Manufacturing Oo.. Inc., 
Ctoimtrr Club Road. Oneonta. N. effec* 
ti?t 5-14-50 to 5-13-57; 10 learners (ladles* 
tfreMSs). 

Pincbrook Manufacturing Co.. Inc.. 100 
gmfstan SireetM Boeton. Moss.: effective 5- 
U-dO to 5-10-57; 4 learners (hotiseooats and 
dsiters), 

J. Rechtschaffer. Inc.. 35 X>ander Street. 
Ibstmrsh. N. Y.; effecUve 5-14-50 to 5-13- 
17; 0 learners (bousedreases). 

Rasmont MUla. Inc. R?Junont. Pa.: effec- 
ti?t 5-14-60 to 5-13-57; 5 learners (ohU- 
erm'a lingerie). 

8 * F Sportswear Co.. 197 Vrooman Avenue, 
iaaterdsm. N. Y.; effective 5-14-56 to 5-13- 
17; 4 learners (leu* :r and suede jackets). 

Bandye Shirt Cotp.. Portland. Tenn,; effcc- 
Uv» 5-10-50 to 11-0-50: 40 learners for plant 
npiAjiion purposes (sports shirts). 

SominlU Sportswear 44 West Ludlow 
Street. Summit Hill. Pa ; effecUve 5-15-50 to 
1-14^7; 5 learners (ladles* blouses). 

Ol ove Induatry Lcarnfr Regulations 
<29 CFR 523.80 to 522 65. ao amended 
March 1. 1956. 21 F.R, 581). 

kl*tel TCxUle Corp.. Greenville. Ala.: ef- 
facUft 5-20-50 to 5-19^7; 10 percent of fao- 
1^ production workers engaged In the au- 
Iharlieed learner occupations for normal labor 
turnover purposes (work gloves). 

Hosiery Industry Learner Regulations 
<29 CFR 522.40 to 522.43. as amended 
March 1. 1950. 21 F. R. 629). 

Interwoven Stocking Co.. Mortlnsburg. 
W. Vtt.: effective 6-14-50 to 5-13-87; 6 percent 
« factory production workers for normal 
i4hof turnover purpceea. 

W. {.andenberger ic Co.. Elkton, Md.; 
•Oecuve 5-14-50 to 11-13-50; 31 learners for 
piuit expansion purposes. 

ffoWe A Horst Co., Hugh Grey Division, 
ftwjord. N. O.; effective 5-14-50 to 11-18-50; 
9> Itarners fo# plant expansion purposes. 

ttlver-Knli Hosiery Mills. Inc., 401 South 
RwhlUon Street. High Point, N. C.; effecUve 
9-10-50 to 5-9-57; 5 percent of factory pro- 
^**^0 workers for normal labor turnover 
PWpoeea. 

Knitted Wear Industry Learner Regu- 
httons (3S CFR 522.30 to 522.3$. as 
NMnded March 1. 1950. 21 P. R. 581). 

Chic Lingerie Co... Inc.. 1120 Santee Street, 
Angeles. Calif.; effective 5-10-56 to 
^2-57; 8 percent of factory production work* 
for normal labor turnover purpoaes 
i^wnen't lualt lingerie) (rcplacemfent ocr- 
WicUe). 

Berbert HiUa Co.. Inc., Marlon. 8. C.; ef- 
‘•tUve 5-10-56 to 5-9-57; 5 percent of factory 
^'^uction vrorkers for normal labor tum« 
^^purpoce* (sweaters). 

When BiUla Oo.. Inc,, Marlon. 8. C.; ef- 
5-10-50 to 11-9-50; 20 learnera for 
^*^1' ^xpantlon purposes (asreatert). 

Uou Undergarment Co., Inc., Leola, Pa.; 
*J^ve 5-14-60 to 5-13-57; 6 learners for 
labor turnover purpoeea (ladles* knit 
^wm-eo lingerie). 

Kg. loa-18 


Shoe Industry Learner Regulations 
(29 CFR 522.50 to 522.55, as amended 
March 1. 1956, 21 F. R. 1195). 

Cedar Shoe Oo.. Boecobel, Wla.; effective 
5-14-60 to 11-13-00; 30 learners for plant 
expansion purpoeea. 

Regulations Applicable to the Employ* 
ment of Learners (29 CFR 522.1 to 522.13, 
as amended February 28. 1955. 20 F. R. 
645). 

Oomell-Dublller Electric Corp.. 8 Grafton 
Street. Worcester, Mass.; effective 5-7-06 to 
11-8-50: not lees than 81 cents per hour for 
the first 240 hours. 85 cents per hour for the 
next 120 hours, and 90 cents per hour for 
the remaining 130 hours of the 480«bour 
learning period, for the occupations of basic 
hand and machine production operations, 
authorising the employment of ten percent of 
factory production workers for normal labor 
turnover purpoaes (electrical condensers). 

The following special learner ccrtlfl- 
cate was issued in Puerto Rico to the 
company hereinafter named. The effec¬ 
tive and expiration dates, learner rates, 
occupations, learning peHods. and the 
number or proportion of learners au¬ 
thorized to be employed, are as indi¬ 
cated: 

The Bravada Corp.. Araclbo, P. R.: effecUve 
4-30-60 to 8-8-60; not less than 45 cents per 
hour for the first 240 hours and 50 cents per 
hour for the remaUilng 240 hours of the 480* 
hour learning period, for the occupation of 
sewing machine operator; not leas than 45 
cents per hour for a maximum of lOO hours, 
for the occupation of final inspector; author¬ 
ising the employment of 47 learners for plant 
expansion purposes (underwear) (replace¬ 
ment oertifleate). 

Each certificate has been issued upon 
the employer's representation that em¬ 
ployment of learners at subminimum 
rates is necessary in order to prevent cur¬ 
tailment of oppoi'tunlties for employ¬ 
ment, and that experienced workers for 
the learner occupations are not available. 
The certificates may be canceled In the 
manner provided in the regulations and 
as indicated in the certificates. Any per¬ 
son aggrieved by the issuance of any of 
these certificates may seek a review or 
reconsideration thereof within fifteen 
days after publication of this notice in 
the Fzdckal Registch pursuant to the 
provisions of Part 522. 

Signed at Washington. D. C.. this 16th 
day of May 1956. 

Milton Brooke, 
Auihoriztd Revresentative 
of the Administrator. 

(P. R. Doc. 56-4100: Filed. May 34. 1950; 

8:47 a. m.| 


DEPARTMENT OF JUSTICE 

Office of Alien Property 

I Vesting Order 8A-41| 

Branca Romameasca 8 . A. 

In re: debt owing to Banca Roman- 
casca 8. A.; F-57«10l. 

Under the authority of Title n of the 
International Claims Settlement Act of 
1949, as amended (69 8tet. 562). Execu¬ 
tive Order 10644, November 7. 1955 (20 
F. R. 8303), Department of Jmtlce Order 
No. 106-55. November 23. 1955 (20 F, R. 


8993). and pursuant to law. after inves¬ 
tigation. It is hereby found and deter¬ 
mined: 

1. That the property described as fol¬ 
lows: That certain debt or other obliga¬ 
tion of the Belgium-Amerlcan Banking 
Corporation. 52 Wall Street, New York 
5. N. y.. arising out of an account en¬ 
titled, *'BBnque de la RepubUquo Popu- 
lalre Roumalne." maintained at the 
aforesaid bank, together with any and 
all rights to denund. enforce and collect 
the same. 

Is property within the United States 
which was blocked in accordance with 
Executive Order 8389, as amended, and 
remained blocked on August 0.1955, and 
which is. and as of September 15. 1947, 
was, owned directly or indirectly by 
Banca Romaneasca 8. A.. Bucharest. 
Rumania, a national of Rumania as de¬ 
fined in said Executive Order 8389. as 
amended. 

2. That the property described herein 
is not owned directly by a natural person. 

There is hereby vested in the Attorney 
General of the United States the prop¬ 
erty described above, to be administered, 
sold, or otherwise liquidated, in accord¬ 
ance with the provisions of Title II of 
the International Claims Settlement Act 
of 1949, as amended. 

It la hereby required that the property 
described above be paid, conveyed, trans¬ 
ferred, assigned and delivered to or for 
the account of the Attorney General of 
the United States in accordance with di¬ 
rections and Instructions issued by or for 
the Assistant Attorney General, Director. 
Office of Allen Property, Department of 
Justice. 

The foregoing requirement and any 
supplement thereto shall be deemed in¬ 
structions or directions issued under 
Title II of the International Claims Set¬ 
tlement Act of 1949, as amended. At¬ 
tention is directed to Section 205 of said 
TlUe II (69 Stat. 562) which provides 
that: 

Any payment, conveyance, tranafer, aaalgn- 
ment. or delivery of property made to the 
President or his designee pursuant to this 
title, or any rule, regulation, tnatructlon. or 
direction Uaued under this title, shall to the 
extent thereof be a full acquittance and dla- 
charga for aU purpoeea of the obUgation of 
the person making the same; and no person 
shall be held liable In any court for or In 
respect of any such payment, oonvaymnee, 
transfer, assignment, or delivery made In 
good faith in pursuance of and in reliance on 
the provisions of this title,, or of any rule, 
regulation, InairucUon. or direction Issued 
thereunder. 

Executed at Washington. D. C.. on 
May 21. 1958. 

For the Attorney General. 

[seal! Dallas 8. Townsend. 

Assistant Attorney Oeneral, Di^ 
rector. Office of Alien Prop^ 
erty. 

|F. R. Doc. 50-4131; Plied. May 34. 1050; 

8:50 a. m.J 


(Vesting Order 8A-42] 

Banca Romaneasca S* A. 

In Re; Debt owing to Banca Roman- 
easco S. A.. F-57-101. 
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NOTICES 


Under the authority of Title n of the 
International Claims Settlement Act of 
1949. as amended (69 8tat. 562). Exccu- 
Uve Order 10644. November 7. 1955 (20 
F, R. 8363). Department of Justice Or¬ 
der No. 100-55. November 23, 1955 (20 
F. R. 8093), and pursuant to law. after 
investigation, it is hereby found and 
determined: 

1, lhat the property described as fol¬ 
lows: That certain debt or other obliga¬ 
tion of The Chase Manhattan Bank. 
18 Pine Street. New York 15. N. Y.. aris¬ 
ing out of an account entitled. ^Banca 
Romoneosca. Old Account. Bucharest. 
Rumania", maintained at the aforesaid 
bank, together with any and all rights 
to demand, enforce and collect the same, 

Is property within the United States 
which was blocked in accordance with 
Executive Order 8389. as amended, and 
remained blocked on August 9.1955. and 
which is. and os of September 15. 1947, 
w^as. owned directly or indirectly by the 
Banca Homancavsea 8. A.. Bucharest. 
Rumania, a national of Rumania as de¬ 
fined in said Executive Order 8389. as 
amended. 

2. That the property described herein 
Is not owned directly by a natural 
person. 

There Is hereby vested in the Attorney 
General of the United States the prop¬ 
erty described above, to be administered, 
sold, or otherwise liquidated, in accord¬ 
ance with the provisions of Title n of the 
International Claims Settlement Act of 
1949, as amended. 

It is hereby required that the property 
described above be paid, conveyed, trans¬ 
ferred, assigned and delivered to or for 
the account of the Attorney Genera) of 
the United States in aecxirdance with 
directions and Instructions Issued by or 
for the Assistant Attorney General. Di¬ 
rector, onice of Allen Property. Depart¬ 
ment of Justice. 

Tlie foregoing requirement and any 
supplement thereto shall be deemed in- 
structfens or directions issued imder 
Title 11 of the International Claims Set¬ 
tlement Act of 1949, as amended. Atten¬ 
tion is directed to Section 205 of said 
Title n <69 Slat 562) which provides 
that: 

Any payment, oonveymnov. tranfifer, saslgn- 
ment. or delivery of property mode to the 
President or tU« devisore pursuant to this 
title, or any rule, regulation, instruction, or 
direction Issued under this title, shall to the 
extent thereof be a full acquittance and dis¬ 
charge for all purposes of the obligation of 
the penon making the sotne; and no person 
shall be beld liable in any court for or In 
respect of any such payment, conveyance, 
tronafer. assignment, or delivery made in 
good faith In pursuance of and In reliance 
on the provisions of this title, or of any rule, 
regulation, instruction, or direction issued 
thereunder. 

Executed at Washington. D. C., on 
May 21. 1956. 

For the Attorney General. 

lacALl DotLAS 8. Towksxxd, 

Attorney General, Di¬ 
rector, Office of Alien Projy- 
criy. 

IF. R Doc. 66-4122; Filed. May 24. 1956; 

8:60 0 . m.] 


(Vesting Order SA-U) 

Bamca Romankasca 8. A. 

In re: Debt owing to Banca Ro- 
mancasca S. A.; P-57-101. 

Under the authority of Title n of the 
International Claims Settlement Act of 
1949. as amended (69 Stat. 562). Execu¬ 
tive Order 10644. November 7, 1955 (20 
F. R. 8363), Department of Justice Order 
No. 106-55. November 23. 1955 (20 P. R. 
89931. and pursuant to law. after Investi¬ 
gation. it is hereby found and deter¬ 
mined : 

1. That the properly described as fol¬ 
lows: That certain debt or other obliga¬ 
tion of the Guaranty Trust Company of 
New York. 140 Broadway, New York 15. 
N. Y.. arising out of an account entitled, 
"Banca Romaneasca 8. A., in Liquida¬ 
tion. % Banque de la Republique Popu- 
IxLire Roumaine, Banque d'Etat. Bucha¬ 
rest, Roumania", maintained at the 
aforesaid bank together with any and 
aU rights to demand, enforce and collect 
the same. 

is property within the United States 
w^hlch was blocked in accordance with 
Executive Order 8389. as amended, and 
remained blocked on August 9,1955, and 
whicli is. and as of September 15. 1947 
w^. owned directly or indirectly by 
the Banca Romancasca S. A.. Bucharest. 
Rumania, a national of Rumania as de¬ 
fined in said Executive Order 8389, as 
amended. 

2. That the property described herein 
is not owned directly by a natural person. 

There is hereby vested in the Attorney 
General of the United States the prop¬ 
erty described above, to be administered, 
sold, or otherwise liquidated, in accord¬ 
ance with the provisions of Title n of the 
International Claims Settlement Act of 
1949, as amended. 

It is hereby required that the property 
described above be paid, conveyed, trans¬ 
ferred. assigned and delivered to or for 
the account of the Attorney General of 
the United States in accordance with 
directions and instructions issued by or 
for the Assistant Attorney General, Di¬ 
rector. Ofllce of Allen Property, Deport¬ 
ment of Justice. 

The foregoing requirement and any 
supplement thereto shall be deemed in¬ 
structions or directions issued under 
Title n of the International Claims Set¬ 
tlement Act of 1949. as amended. Atten¬ 
tion is directed to Section 205 of said 
Title U (69 Stat. 562) which provides 
that: 

Any payro^nt, onnvayance. traivffT, align¬ 
ment. or doUvery of property made to the 
Frealdent or hU deelgnee purauant to thla 
title, or any rule, regulatton. Inetructlon. or 
direction lasued under tbU title, abiUl to the 
extent thereof be a full acquittance and dia- 
chargo for all purpotee of the obligation of 
the person making the same; and no person 
shall be beld liable in any court for or In 
respect of any such payment, conveyance, 
trauofer. assignment, or delivery made In 
good faith In pursuance of and In reliance 
on the provisions of this title, or of any rule, 
regulation. Instruction, or direction issued 
thereunder. 


Executed at Washington. D. C., on 
May 21. 1956. 

For the Attorney General. 

[scALl Dallas S. Townsend. 
Assistant Attorney General 
Director, Officer of Alien 
Property. 

(F. R. Doc. 66-4123; Piled, May 24. ICM; 
8:60 a. m I 


I Vesting Order 8A-44) 

Banca Romancasca S. A. 

In re: Debt owing to Banca Rornsa* 
easca S. A., Ccmautl Branch: F-57-10L 

Under the authority of Title IT of U>« 
International Claims Settlement Act U 
1949, as amended (60 Stat. 562). £xectt« 
tive Order 10644, November 7. 1956 <30 
F. R. 8363). Department of Justice Or* 
der No. 106-55, November 23. 1956 
F. R. 8993). and pursuant to law, after 
Investigation, it is hereby foimd and 
determined: 

1, That the property described as fol* 
lows: That certain debt or other obliga¬ 
tion of the Guaranty Trust Company 
of New York. 140 Broadway, New York 
15. N. Y., ari&lrg out of an account en¬ 
titled. "Banca Romancasca, 8. A. In 
Liquidation. (CcmauU>, c/o Banque de 
la Republique Populaire Rcumainc, 
Banque D'Etat. Bucharest. Roumanis.” 
maintained at the aforesaid bank, to¬ 
gether wiUi any and all rights to demaod, 
enforce and collect the same. 

Is property within the United Statai 
which was bl(x:kcd in accordance with 
Executive Order 8389, as amendiHl. and 
remained blocked on August 9. 1956. and 
which is. and as of September 15, 1947, 
was. owned directly or Indirectly by 
Banca Romaneasca S. A-. Cemsutl 
Rumania, a national of Rumania os 
defined in said Executive Order 8389. at 
amended. 

2. That the property described herein 
is not owned direcUy by a natural 
pci-^on. 

l*hcre is hereby vested In the Attorney 
General of the United States the pi^ 
erly described above, to be administs^ 
sold, or otherwise liquidated, in accord¬ 
ance with the provisions of Title II of tbs 
International Claims Settlement Act of 
1949. as amended. 

It Is hereby required that the propw 
described above be paid. con\’eyc<L 
transferred, assigned and delivered to or 
for the account of the Attorney Genew 
of theTfoited States in accordance witn 
directions and instructions issued by of 
for the Assistant Attorney General, w- 
rector. Ofllce of Allen Property, Depart¬ 
ment of Justice. 

The foregoing requirement and aw 
supplement thereto shall be deemed m- 
strucUons or directions Issued under 
Title n of the International aaims Set- 
tlcmont Act of 1949, as amended. At¬ 
tention is directed to section 205 of 
Title U (69 Stat 562) which provide 
that: 

Any payment, conveyance, transfer, ^ 
stgmneot or delivery of property mAds w 
tbe President or bU dcsl^ee pursuant w 
UUj Ulle, or any rule, regulation, liutroo- 
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Friday, May 2S, 1956 

0 ) 0 . cir direction Usued under this Utte, 
imQ tp the extent thereof be « full ecqult- 
Qoct and discharge for all purpoeea of the 
oKlfiiUon of the person making the same; 
•ad no person shall be held liable In any 
Gort for or In respect of any such payment, 
•ofiftyiince. transfer, assignment, or delivery 
iMdt In good faith In pursuance of and In 
ttnsnee on the provisions of this title, or of 
lay nile. regulation, instruction, or direction 
emsd thereunder. 

Executed at Washington. D. C. on 
Uiyai. 1056. 

Fbr the Attorney General. 

IstALl Dallas S. Townskitd. 

Atiomey General, Di^ 
rector. Office of Alien Prop^ 
erty, 

[? a Doe. 56'-4l34; Fllod. May 24. 1056; 
8:60 a. m.] 


(Vesting Order 8A-45] 

Banca Romansasca 8. A. 

In re: Debt owing to Banca Roman- 
a A.: P-57^101. 

Under the authority of Title II of the 
iDlematlonal Claims Settlement Act of 
1949. as amended (69 Slat. 562). Execu- 
tilt Order 10644. November 7. 1955 (20 
P-R. 8363), Department of Justice Order 
No. 106-55. November 23. 1955 (20 F. R. 
1993), and pursuant to law. after Invcstl- 
ntion. it is hereby found and deter¬ 
mined: 

1. That the property described as fol¬ 
low: That certain debt or other obliga- 
ima of the Irving Trust Company, One 
Will Street, New York 15. N. Y., arising 
out of an account entitled. Banca 
Romancaaca 8. A. in Liquidation. % 
Bsnque de la Republlque Populalre 
Roumanle, Banque d'Etat, Foreign De¬ 
partment. Bucharest. Roumania,” maln- 
imned at the aforesaid bank, together 
^ any and all righta to demand, en¬ 
force and collect the same. 

property within the United States 
which was blocked in accordance with 
fitecutive Order 8389. as amended, and 
blocked on August 9, 1955, and 
which li. and as of September 15, 1947, 
wu. owned directly or indirectly 
hy Banca Romaneasca 8. A., Bucha- 
rtst. Rumania, a national of Rumania as 
(fdined in said Executive Order 8389, as 

imended. 

1 Tnat the property described herein 
Boot owned Erectly by a natural person. 

'Hierc is hereby vested in the Attorney 
Ojoeral of the United 8Utes the property 
®*8crlbed above, to be administered, sold, 
^ otherwise liquidated, in accordance 
With the provisions of Title n of the In¬ 


ternational Claims Settlement Act of 
1949, as amended. 

It Is hereby required that the property 
described above be paid, conveyed, trans¬ 
ferred. assigned and delivered to or for 
the account of the Attorney General of 
the United States In accordance with di¬ 
rections and instructions issued by or 
for the Assistant Attorney General. Di¬ 
rector, OIBce of Allen Property. Deport¬ 
ment of Justice. 

The foregoing requirement and any 
supplement thereto shall be deemed in¬ 
structions or directions issued under 
Title n of the International Claims Set¬ 
tlement Act of 1949, as amended. Atten¬ 
tion is directed to Section 205 of said 
Title n (69 SUt. 562) which provides 
that: 

Any payment, conveyance, transfer, aa- 
algnment. or delivery of property made to the 
President or hU designee pursuant to this 
UUe. or any rule, regulation. tnstruoUon, or 
direction Issued under this title, shall to the 
extent thereof be a full acquittance and dis¬ 
charge for aU purposes of the obligation of 
the person making the same; and no person 
shall be held liable in any court for or In re¬ 
spect of any auoh payment, conveyance, 
transfer, assignment, or delivery made In 
good faith In pursuance of and In reliance on 
the provisions of this title, or of any rule, 
regulation. Instruction, or direction issued 
thereunder. 

Exf^cuted at Washington. D. C.. on 
May 21.1956. 

For the Attorney General. 

(SEALl Dallas 8. Townsxnd, 

Assistant Attorney GeneralrDi- • 
rector. Office of Alien Prop¬ 
erty. 

(P R. Doc. 56-412S; Piled. Msy 24. 1956: 

8:50 a. m,\ 


(Vesting Order 8A-48( 

Hubebt Sickund Stahl und Metallwarek 

In rc: Debt oaring to Hubert Sigmund 
Stahl und Metaliwaren. also known as 
Hubert es Sigmund Acel es Femarugyar 
Kft.: P-34-165L 

Under the authority of Title n of the 
International Claims Settlement Act of 
1949. as amended (69 Stat. 562), Execu- 
Uve Order 10644. November 7. 1955 (20 
F. R. 8363 >, Department of Justice Order 
No. 106-55. November 23. 1955 (20 F. R. 
8993), and pursuant to law. after investi¬ 
gation. it is hereby found and deter¬ 
mined: 

1. That the property described as fol¬ 
lows: That certain debt or other obliga¬ 
tion of the Guaranty Trust Company of 
New York, 140 Broadway, New York 15, 
New York, arising out of an accoimt en¬ 


titled. *’Lombardbank A. G., a/c Hubert 
Sigmund Stahl und Metaliwaren, Buda¬ 
pest. Hungary, Zurich, Switzerland.- 
maintained at the aforesaid bank, to¬ 
gether with any and all rights to de¬ 
mand. enforce and collect the same. 

is property within the United States 
which was blocked in accordance with 
Executive Order 8389. as amended, and 
remained blocked on August 9. 1955. and 
which Is and as of September 15, 1947, 
was, owned directly or indirectly by Hu¬ 
bert Sigmund Stahl und Metaliwaren, 
also known as Hubert es Sigmund Acel 
es Femarugyar Kft.. Budapest. Hungary, 
a national of Hungary as defined in said 
Executive Order 8389, as amended. 

2. That the property described herein 
is not owned direcUy by a natural person. 

There is hereby vested in the Attorney 
General of the United States the property 
described above, to be administered, 
sold, or otherwise liquidated, in accord¬ 
ance with the provisions of Title II of the 
International Claims Settlement Act of 
1949. as amended. 

It is hereby required that the property 
described above be paid, conveyed, 
transferred, assigned and delivered to or 
for the account of the Attorney General 
of the United States in accordance with 
directions and instructions issued by or 
for the Assistant Attorney General, 
Director. Office of Alien Property, De¬ 
partment of Justice 

The foregoing requirement and any 
supplement thereto shall be deemed in¬ 
structions or directions Issued under 
Title n of the International Claims Set¬ 
tlement Act of 1949. as amended. At¬ 
tention is directed to section 205 of said 
Title U (69 Stat. 562) which provides 
that: 

Any payment, conveyance, transfer, as- 
algnment. or delivery of property made to 
the President or hla designee pursuant to thla 
title, or any rule, regulation. Instruction, or 
direction Issued under this title. shaU to 
the extent thereof be a fuU acquittance and 
discharge for all purposes of the obligation 
of the person making the same; and no per¬ 
son ahall be held liable in any court for or 
in respect of any such payment, conveyance, 
transfer, assignment, or delivery made in 
good faith in pursuance of and In reliance 
on the provtalona of this title, or of any rule, 
regulation. Instruction, or direction Issued 
thereunder. 

Executed at Washington, D. C.. on 
May 21. 1956. 

For the Attorney General. 

isEALl Dallas S. Townsend, 
Assistant Attorney General, Di¬ 
rector, Office of Alien Property. 

(P. R. Doo. 56-4126; Piled, May 24. 1058; 

8:50 a. m j 
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